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"WHAT HAS EX IM BANK DONE FOR SMALL
BUSINESS LATELY?”

WEDNESDAY, APRIL 6, 2005

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
Washington, D.C.

The Committee met, pursuant to call, at 3:25 p.m., in Room 311,
Cannon House Office Building, Hon. Donald A. Manzullo [chair of
the Committee] Presiding.

Present:  Representatives = Manzullo, Kelly, Velazquez,
Faleomavaega, Christensen, and Grijalva.

Chairman MANZULLO. The hearing will come to order. There’s
the bell. We are going to take a recess because the bells just went
o}flf for two votes. Probably be about 25 minutes or so, sorry about
that.

[recess.]

Chairman MANZULLO. Good afternoon and thank you for appear-
ing before the committee. As you know, the Export-Import Bank,
or EX-IM, plays a crucial role in supporting American exports and
American jobs. I was proud to support EX-IM during previous au-
thorization debates. EX-IM is the primary, and in many instances,
sole source of assistance to small businesses that must overcome
the challenges of globalization in order to survive. Small businesses
often find themselves trying to open new export markets in the face
of unfair competition and foreign government subsidies. Foreign
governments pursue aggressive programs and subsidize home
grown companies and they play to win.

This is why EX-IM serves such a critical need. EX-IM’s programs
for credit insurance, working capital and loan guarantees to U.S.
exporters play an essential role in maintaining America’s competi-
tive edge.

Against that background this committee has taken note of some
disturbing trends regarding EX-IM and its core clients, American
small businesses. In 2002, as part of EX-IM’s reauthorization, Con-
gress imposed on EX-IM a small business set-aside of 20 percent.
But EX-IM failed to meet this mandate, achieving 19.7 percent in
2003 and just 16.7 percent in 2004. These numbers are frankly
quite suspect. Moreover, the trend is clearly in the wrong direction.
We know of some worthy efforts to improve and streamline EX-
IM’s processes and to make it more friendly to small businesses.
But these efforts remain frustrated by bureaucratic inertia, cor-
porate culture issues within the Bank and adversarial relationships
between EX-IM and its customers and partners.
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For over 2 years, the Bank’s financial service partners have been
trying to work with EX-IM on developing a more streamlined appli-
cation process for small business exporters. It is called Fast Track,
and it is used particularly for working capital between $10 million
and $25 million. This Fast Track application has strong support
among lenders and businesses. But EX-IM hasn’t done its job. Two
years to come up with the program and they have failed. That is
inexcusable, and it also hurts small businesses.

Other small business initiatives have also fallen by the wayside.
For example, there is a dealer/distributor financing program which
could be a boon to small U.S. manufacturers by helping them set
up distribution networks in foreign countries, a vital requirement
in getting a foothold into the foreign market. To date there have
been no implementing guidelines for the program. EX-IM small
business customers continue to wait, and that is why we have over-
sight hearings.

In the meantime, while small businesses idle, international com-
petition races forward. During the 2002 reauthorization, EX-IM
emphasized that the “mandate of the Export-Import Bank is to sus-
tain jobs here in the U.S. by helping to finance U.S. exports that
would not take place without us.” EX-IM also said, “our motto is
jobs through exports, and our mantra, of course, is jobs, jobs, jobs.”

We know that China poses a historic challenge to the U.S. in
terms of trade. Recent statistics show that the U.S. is running the
largest trade deficit on earth with China. Last year U.S. imports
from China were $196.7 billion, an increase of 29 percent, and ex-
ceeded our exports to China by five times. Wait till next year when
GM, working with China, is manufacturing a car in China. They
will be exporting that to the United States. Their goal is one mil-
lion cars. Solving this trade deficit is of overriding significance.

Today we are going to hear from two witnesses who will describe
their difficulties with EX-IM in the China trade context. The first
witness is Mike Vaden, CEO of a small North Carolina firm, Rut-
land Plastic Technologies, Inc., a company from Congresswoman
Sue Myrick’s district, and when she gets back she will be intro-
ducing you, Mike. The second witness is Victoria Hadfield of the
trade association, SEMI, which represents many semiconductor
equipment manufacturers.

As with many export oriented industries, American semicon-
ductor equipment makers are leading the world in terms of innova-
tion, exports and additional export potential. Without EX-IM fi-
nancing, many global customers turn to non-U.S. suppliers sub-
sidized by their own governments. For example, the Japanese court
foreign buyers openly with attractive loan subsidies and the Chi-
nese subsidize in a wide variety of ways, directly and indirectly.
Then add to this the many other cost advantages of producing in
China. It is certain American equipment makers cannot begin to
compete without the leveling provided by EX-IM.

One particular situation of concern to this committee, an applica-
tion to support hundreds of millions of dollars in sales of American
semiconductor equipment to a company in China, has been indefi-
nitely tabled by the EX-IM board. More than 50 members of the
Senate and House, including the Speaker and three Governors,
have written to EX-IM with concerns over how EX-IM has handled
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this application, but most particularly EX-IM’s refusal to give it a
vote. Both law and equity entitle the applicant to a vote on its ap-
plication. Why EX-IM refuses to vote is baffling. It is inexcusable,
particularly when so many American jobs are at stake.

EX-IM is a critical tool in maintaining American innovation and
export readiness. We think it is imperative that changes be made
and quickly. We urge EX-IM to consider the following key reforms:
Timely roll out of such programs as Fast Track and dealer financ-
ing; two, an effective small business advocacy modeled after the
one at the Overseas Private Investment Corporation; three, new
initiatives to get more banks to offer export financing; four, create
and manage an organization-wide small business plan; five, define
problem solving and EX-IM processes and procedures that are
pragmatic, timely, and squarely address challenges faced by Amer-
ican exporters and those who wish to purchase from American com-
panies; and last, establish board procedures that take applications
to a vote and which provide applicants with a transparent and
open process.

[Chairman Manzullo’s statement may be found in the appendix.]

I now recognize the ranking Democratic member from New York,
Representative Velazquez, for her opening statement.

Ms. VELAZQUEZ. Thank you, Mr. Chairman, and I am going to
use my time to set the record straight. I miss the time when this
committee worked in a bipartisan way at a time when we really
believed that our responsibility was to protect small businesses in
this country and to enact legislation and craft legislation that real-
ly brought relief to small businesses, that provided economic tools
for small businesses to succeed in this country. When Chairman
Talent, today a Senator from Missouri, was the chairman of this
committee, we passed 24 bills. Twenty of them became law. In the
last Congress only two bills, two extensions for SBA were passed
from this committee.

So let me just say that, Mr. Chairman, what happened here
today is a travesty. What was done to Mr. Barrow, Ms. Moore and
Ms. Sanchez was unconscionable, and I will not stand idly for that
type of disrespect to the minority’s right for an open debate. And
yes, indeed, Chairman Talent and I had deep and big differences,
but we were able to discuss those differences and respectfully dis-
agree. So if you think that you can run this committee in a par-
tisan way, unilaterally so, fine with me. Go ahead and do it. And
then we don’t have—it doesn’t make any sense for me to stay here
and for the members of the Democratic side to stay here and par-
ticipate in this hearing.

[Ranking Member Velazquez’s statement may be found in the ap-
pendix.]

Chairman MANZULLO. Next time we offer to meet with your staff
maybe they can take us up on it. Thank you for your comments.

Mr. Merrill, we are gratified to have you here and look forward
t% yO(lill‘ testimony. You can start. They are having a problem. Go
ahead.

Mr. MERRILL. I just want to stay out of that argument.

Chairman MANZULLO. Oh, no, we have got enough issues going
on.
Mr. MERRILL. Okay. Just tell me when you want me to start.
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Chairman MANZULLO. You can start right now. That is a general
clock, you know.

STATEMENT OF THE HON. PHILIP MERRILL, EXPORT-IMPORT
BANK OF THE UNITED STATES

Mr. MERRILL. Okay. Thank you, Mr. Chairman.

Mr. Chairman, and Members of the Committee, the Export-Im-
port Bank of the United States is committed, very committed to as-
sisting small business exporters. That is the role the Bank as-
sumed years ago and one I supported throughout my tenure as
chairman. I commend this Committee for its key role in supporting
small businesses. I thank you, Mr. Chairman, for offering valuable
advice and support to Ex-Im Bank and its mission of sustaining
U.S. jobs by supporting exports that would not otherwise go for-
ward.

I am happy to report that the direct support of the Export-Import
Bank for small businesses has increased in each of the last two fis-
cal years. Specifically, it stood at $1.78 billion in fiscal year 2002,
$2.08 billion in fiscal year 2003 and reached $2.26 billion last year,
fiscal year 2004. That is a 27 percent increase in the period that
I have been in this Bank, roughly two and a half years.

This increased funding has also been matched by an increase in
the actual number of small business deals. We closed 2,154 small
business transactions in fiscal year 2002, 2,258 in fiscal year 2003
and finally, 2,572 in fiscal year 2004. That is a 19 percent increase
over 2 years. I am proud of the steadily increasing support the
Bank has provided to small businesses during my tenure over the
last 2 years plus.

Also, during that period, over 80 percent of the Bank’s trans-
actions have directly benefited small businesses. Ex-Im Bank
makes the most of its limited staff by using partners to reach small
business exporters, partners such as financial institutions, brokers,
our City-State Partners and the export assistance centers of the
Department of Commerce. Other partners include trade associa-
tions, such as the Small Business Exporters Association, industry
associations, some of whom are here today—I saw Peggy Hoolihan
behind me— chambers of commerce, world trade centers and other
business groups.

One additional partnership recently expanded is with the Small
Business Administration. Through a co-guarantee program estab-
lished in fiscal year 2004 with SBA’s export working capital pro-
gram, SBA can with the assistance of Ex-Im Bank seamlessly serve
eligible small exporters whose needs exceed the SBA’s lending ceil-
ing. By seamless, I mean it is one application. We lay over on top
of them if the loan is larger.

Even our larger transactions benefit small businesses because
small businesses are frequently suppliers for larger exporters. This
is what we term “indirect” support for small business. Our charter
provides that we make available 20 percent of our overall author-
ization for the “direct” benefit of small business.

As I have said, the numbers of transactions and dollars author-
ized for small business exporters have steadily increased during my
tenure at Ex-Im Bank. But as a share of overall financing, the
small business percentage has been variable. In fiscal year 2002,
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the rate was 17.6 percent compared to 19.8 percent in fiscal year
2003 and 16.9 percent in fiscal year 2004. I want to assure the
committee that we take the 20 percent very seriously. Our analysis
shows that we were on track to exceed 20 percent for small busi-
ness, but for two large transactions approved by the board very late
in the fiscal year. We have several programs, large transactions,
percentage drop. We have several programs in development or
newly established to increase the number of small business exports
and get us toward the 20 percent.

While Ex-Im Bank is primarily demand driven and in the final
analysis only has the ability to do those transactions that are
brought to us, we continue striving to make ourselves more acces-
sible to the small business community. There are 240,000 exporters
in the United States, many of whom are small businesses.

A program in development called “Ex-Im On Line” is designed to
provide on-line application submission and electronic automatic
processing and servicing for our short and medium term insurance
and guarantee products. In addition, we will leverage our relation-
ships with credit unions, City-State Partners and other agencies
similar to what we have done with the new arrangement with the
SBA. Again, this will allow us to reach out beyond our small em-
ployee base and work with others to increase the benefits provided
by our small business programs.

In regard to our budget, the Administration is requesting $186.5
million in program budget, which when you add it to carry over
funds and cancellations from previous years would give us $400.5
million to use as a loss reserve to support a projected $13.8 billion
in authorizations for fiscal year 2006. That is more than sufficient
to support our projected demand for small business authorizations.

For fiscal year 2006, the Administration is requesting $73.2 mil-
lion for our administrative budget. Just $600,000 more than this
year’s appropriation. It is out of this budget that we fund the tech-
nological improvements and outreach programs that I discussed
above. Mr. Chairman, we need every dollar of that budget appro-
priated if we are to continue making progress towards the small
business objectives we all share.

Mr. Chairman, I thank you for your support of small business
and the Ex-Im Bank. I am ready to answer any questions you or
your colleagues may have, Mr. Chairman. Thank you.

4 [The Honorable Merrill’s statement may be found in the appen-
ix.]

Chairman MANZULLO. Thank you. Okay. I am going to go to Vic-
toria Hadfield. Even if you came from North Carolina I would be
going to you anyway [Laughter-reference to North Carolina’s win
over Illinois in NCAA final]. I am waiting for Mrs. Myrick to come
back. Ms. Hadfield is President of SEMI North America and as-
sumed that position in June of 2002. Lots of qualifications. Great
background. We look forward to your testimony.

STATEMENT OF VICTORIA HADFIELD, SEMICONDUCTOR
EQUIPMENT AND MATERIALS INTERNATIONAL (SEMI)
NORTH AMERICA

Ms. HADFIELD. Okay. Thank you. Thank you for the invitation to
be here today. SEMI, Semiconductor Equipment and Materials
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International, is an industry association that represents nearly a
thousand American companies specializing in the manufacture of
capital equipment and materials for the production of semiconduc-
tors.

While the SME [semiconductor equipment] industry is quite di-
verse, the majority of U.S. companies are small, privately held
firms with annual sales of less than 25 million. Many of these are
part of a wide network of suppliers to larger publicly held semicon-
ductor capital equipment and materials firms who serve the global
semiconductor industry.

The U.S. can be proud of its world class competitive semicon-
ductor equipment and materials infrastructure. This also serves as
a base for providing enabling technology to new and emerging in-
dustries such as those in nanotechnology and MEMS.

Our industry has been one of the most innovative in the U.S.,
fueling many of the manufacturing technology advances that have
helped to improve semiconductor capability and performance. The
average SEMI member spends upwards of 15 percent of annual
revenues on research and development. The ability to fund these
investments has always been dependent on export revenues, which
now account for over 70 percent of sales for most U.S. leading semi-
conductor equipment companies in our industry. Thus, access to
overseas markets and the ability to compete in these markets with
leading edge technology is vital to the long-term health of the U.S.
semiconductor capital equipment and materials infrastructure.

The Asia Pacific region now comprises 70 percent of the world’s
market for semiconductor capital equipment and materials, and it
is the fastest growing market for our members. If you look at my
written testimony there are charts showing the shift of semicon-
ductor manufacturing to the Asia Pacific region. Of these Asian
markets China is becoming one of the most important players. The
size of the China market for new equipment for 2004 was $2.68 bil-
lion, an increase of over 130 percent from the previous year.

U.S. SME producers face strong competition from Europe and
Japan and markets around the world. In China last year U.S. pro-
ducers sold 51 percent of the new wave for fab equipment and 34
percent of test and assembly equipment purchased by China. Early
access to the China market is very important. Gaining the tool of
record designation with a customer in a new market cannot be un-
derestimated since this means companies will be a part of future
manufacturing facilities.

As stated already, U.S. companies have been fairly successful so
far in the China market, but we are still competing fiercely for
market position. The U.S. Ex-Im Bank historically has provided
beneficial export assistance to the U.S. SME industry. Transaction
support in the last several years include loan guarantees and loans
for exports to semiconductor manufacturing facilities in Malaysia,
Russia and Singapore. Ex-Im’s assistance is needed now more than
ever. The cost of a single semiconductor fabrication facility is on
the order of $2 to $3 billion. Approximately 80 percent of this cost
is for equipment. Export financing is increasingly important and
necessary to help private banks make investments in large pur-
chases of capital equipment.
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Just 5 months ago, Ex-Im approved a loan guarantee for over
$650 million for Chartered, a semiconductor foundry located in
Singapore. This guarantee supported exports from at least 12 U.S.
suppliers and the Ex-Im Bank determined in this case that the
transaction would create and sustain high quality jobs in the
United States.

This Chartered deal is quite similar actually to a deal currently
pending before Ex-Im for a $770 million loan guaranteed to SMIC,
the leading semiconductor foundry in China. For the time being,
the SMIC deal has been put on hold due to an objection from one
U.S. Company claiming potential competition. It is my under-
standing that this objection has already been addressed and the
deal has been scaled back to insure that the equipment supported
by the loan guarantee will not be used for products that directly
compete with this company.

We urge the Ex-Im Bank to put this deal back on the agenda.
While making these decisions is not easy, we believe this case is
clearly one where the Ex-Im loan guarantee would have a strong
positive impact on the U.S. economy. Beneficiaries include the U.S.
suppliers of capital equipment and materials, many of whom are
fairly small companies, as well as the many U.S. semiconductor
companies who are in partnership with SMIC and rely on them as
a source of production. All of these companies represent high value-
added exports for the U.S. and manufacturing jobs.

In reviewing this and future applications from the SME industry,
the long-term ramifications for the industry should be taken into
account. The Ex-Im Bank will see more of these deals in the future,
we are sure. In this instance, without Ex-Im support SMIC could
be forced to go to non-U.S. suppliers whose governments are able
to provide a loan guarantee. In fact, we have been told that there
already have been conversations with other governments and that
they are very interested in this deal and would be willing to supply
financing. If this deal does not go to U.S. suppliers, it could have
a chilling impact and result in long-term changes to the semicon-
ductor supplier base in China since other companies look to SMIC
for leadership in making SME purchases.

The U.S. Semiconductor equipment and material industry is a
technology intensive, high value-added, net exporting American
success story. Other nations recognize the importance of the SME
manufacturing infrastructure as a valuable base for a range of ena-
bling technologies in the semiconductor industry and other indus-
tries in the future such as MEMS and nano. They are willing to
support their industry through a range of tools, including export fi-
nancing. Continued Ex-Im Bank support for U.S. SME exports to
leading markets is critical to the economic health and technological
leadership of the U.S. SME industry, and we hope it can be re-
tained. Thank you.

[Ms. Hadfield’s statement may be found in the appendix.]

Chairman MANZULLO. Thank you. Michael Vaden is the Presi-
dent and CEO at Rutland Plastics Technologies in Pineville, North
Carolina. He joined Rutland in 1973, and we look forward to your
testimony.
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STATEMENT OF MICHAEL VADEN, RUTLAND PLASTIC
TECHNOLOGIES, INC.

Mr. VADEN. Thank you for the opportunity, Mr. Chairman. Rut-
land is a company that is based in North Carolina, probably typical
of, fairly typical I should say, of the small manufacturers in the
United States, particularly those that we find are heavily associ-
ated with textiles activities. We have got about 113 employees.

We have one facility that we manufacture in and we serve a
niche marketplace with a product called plastisols, and those
plastisols are used to supply products that go into automotive ap-
plications such as air filters and oil filters and fuel filters. It goes
into a lot of textile and fabric coating applications.

And then we have a very large segment of our business associ-
ated with what we call screen print ink business, and that really
goes into garment embellishments for T-shirts, athletic apparel, la-
dies garments and things of that sort. What we have found is that
our business has shifted dramatically as has the textile industry,
as you know probably what everybody in Washington is talking
about these days. But what we are finding is that export business
is a way for us to survive and even thrive in a situation where
many companies are not able to grow in that environment, particu-
larly smaller manufacturers.

What we have been able to do in the last 5 or 6 years is actually
grow our export sales from a little under 3 percent of our business
to currently over 25 percent of our business. The way we have been
able to do this is by going overseas and exporting product. We rec-
ognized this back in the late ’90s.

We have gotten tremendous assistance and support from the De-
partment of Commerce and aligned organizations, such as some of
those that have been mentioned in the previous comments. And
when we did that, we said that we needed to find a way to insure
that our size company would not be at risk for the products that
we were selling overseas.

The Department of Commerce actually suggested that we con-
sider the Ex-Im services because they had a mission to help compa-
nies such as ours. We have been using this now for over 5 years,
probably over closer to 6 years, and we have found it to be a very
successful approach in what we are trying to do in the market-
place. We have insured over $27 million worth of transactions over
that time period and we have gone to about 45 different countries
selling product. We have worked closely with the Ex-Im folks. We
would comply with their policies and procedures and feel that it
has been a good partnership. And we have paid, not insignificant
for our company, a sum of about $160,000 in premiums over those
years also to provide ourselves this coverage.

We have had a problem, in that when we did last year submit
a claim for lack of payment from a company that we were selling
product to over in China. We were—we basically encountered some
difficulty in how you work through the organization. We—I don’t
want to dwell too heavily on just what the particulars of that were,
but we feel like that we need better support as a small company
and being able to work effectively through Ex-Im to continue our
success. We have to grow globally. That is—
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Chairman MANZzZULLO. Mr. Vaden, you can be specific if you
want.

Mr. VADEN. Well, the specifics were that we sold goods to a Chi-
nese buyer. The Chinese buyer took our goods, did not pay for our
goods, is actually selling those goods into the marketplace over
there, proclaiming their company to be the Rutland product line
over in China. We would think that there have actually been some
intellectual property theft that has occurred also in this activity.
And so what we are encountering is increased—of course we are no
longer in business with this company so we have actually seen our
business drop off in China, which is the largest growth market and
opportunity that we have in the world these days. And we have to
be there. We have to be positioned there.

The problem that we have is we have to know that we are not
at risk. It is very difficult for us to find trustworthy partners to do
business with over there. And what we have encountered and
found is that if we have good support such as the Ex-Im insurance,
we can then continue to grow our business not only in China,
which is the biggest market opportunity for our growth, but also
in Asia and in the other parts of the world.

So we are frustrated with the situation that arose when we did
apply for a claim to be reimbursed. And basically the response that
we got was, I felt like, a technicality in regards to what we—how
we saw the situation versus how the folks at Ex-Im saw the situa-
tion. But more frustratingly was the circumstance that we were ad-
vised to go back and get a judgment against this company in
China, in the courts in China, which we do not have the resources
to do, do not have the time to do. And frankly, it is just not worth
chasing. The amount of monies that we have lost—

Chairman MANZULLO. Who advised you? I want to—this is an
oversight hearing. The purpose of oversight is to hold agencies ac-
countable for things that they may be doing wrong, also to give
praise when they are doing things that are right. Was it Ex-Im
that told you you had to go to China to get the judgment?

Mr. VADEN. Well, my understanding was that since we did not
have a judgment against this person in China, that that would toss
out the consideration for any payment of claim. And that was my
understanding from our financial group and our CFO’s discussions
with some of the folks in the Ex-Im organization.

Chairman MANZULLO. Proceed.

Mr. VADEN. Okay. Basically, when we get beyond that point, my
company is a privately financed and private equity held business.
One of the things that we have to do in that business is to continue
to grow our business, not just sustain business levels that we are
at. For us to be able to do that, we have to grow in the export mar-
ket. Our borrowing base of activity and the financing that we have
in our business right now is predicated and tied to collateral and
accounts receivable. And as we grow our business internationally
Ex-Im becomes all the more vital to what we are doing.

And I do want to say again that Ex-Im has helped us grow this
business dramatically over those years. Our new investors and
owners have a great deal of comfort knowing that we have worked
with and through Ex-Im, and so they have agreed to make that
part of our borrowing base. If we were under circumstances where
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there is doubt and question as to whether we will be able to rely
on Ex-Im should we run into situations, and I suspect we are going
to run into a few out there, where we going to find bad actors who
will not pay for product as we sell that product overseas, then we
are going to have a hard time running our business. If I can’t grow
my business in the export activity, we are going to have a hard
time running our business and our business surviving.

So basically I guess what I would like to see, and really the rea-
son that I had contacted your committee, knowing that there were
going to be some discussions and hearing this week, is to implore
and encourage and ask that not only in a very personal situation
with our company, I wanted to be able to find a way to work better
through Ex-Im to cut through some of the red tape and find out
how we can get support for what we need personally. But we need
to know that that support is out there as we try to grow our busi-
ness in the future, and I think that is indicative not just of my
company but of a lot of small manufacturing companies in the U.S.

So what we are looking for is ways that we can know that we
have to go to a marketplace and have some backup support
through the Ex-Im organization. Ex-Im is the best choice I think
to assist us, but we cannot operate and be told that we need to go
back and litigate in foreign courts and chase things on those activi-
ties with our size organization. And I think with respect to the ex-
port markets in general that we are working in and the Chinese
market in particular, you know, we are faced with a very drastic
choice. If we cannot get Ex-Im to do what we think we have been
paying for insurancewise, we may be told by our investors, you
have to forego growing in those markets. If we forego growing in
those markets as business continues to migrate offshore, then our
business will not grow. It will shrink and our business will not sur-
vive.

[Mr. Vaden’s testimony may be found in the appendix.]

Chairman MANZULLO. I appreciate your testimony. I will start
the round of questions here. Mrs. Myrick could not make it back
to introduce you. She probably would have said all kinds of nice
things about you, I am sure, but also about North Carolina. So
these things happen.

I am concerned, I have got a letter here to Mr. Eric Lang. Is that
your attorney?

Mr. VADEN. That is our attorney, yes.

Chairman MANZULLO. And I am just—I am absolutely astonished
at this letter that came from Export-Import Bank. It is short and
I am going to read it. It says this letter is in response to your letter
dated March 10 to Richard Bragg, from the Ex-Im Bank Assets
Management Division. “You have argued that the word “dispute” in
article V, letter F of the policy is ambiguous because it is unclear
if it applies only to disputes with respect to the insured transaction
or also to disputes existing out of the insured transaction. Further,
you have argued in that case that the dispute does not involve the
insured transaction since the debtor is not contending the price,
quantity—or quantity of the products has already accepted these
products and is selling them on the market.” That is the pirate, is
that correct?

Mr. VADEN. Yes.
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Chairman MANZULLO. “You have argued that the interpretation
should prevail because when interpreting an insurance policy the
ambiguity should be construed in favor of the insured. While we
agree that ambiguities are construed in favor of the insured, we do
not agree with your analysis. The word “dispute” in article V, letter
F refers to any dispute with respect to the validity or legal enforce-
ability of the debt. In this case, the buyer is disputing its obligation
to pay the insured because it claims to have certain set-off rights
against Rutland. The fact that such set-off rights stem from a pre-
vious transaction between the parties is irrelevant. Furthermore,
whether the buyer is correctly or incorrectly invoking a set-off right
to extinguish its obligation to pay the insured debt should either
be determined by the parties pursuant to a settlement satisfactory
to the Ex-Im Bank or by the competent authorities.”

“Article V, letter F clearly provides that Ex-Im Bank will only
entertain a disputed claim when such dispute has been settled by
the parties”—you would have to work with the pirate with a patch
over his eye who steals your stuff and sells it on the open market,
does reverse technology and refuses to pay you.

“Or in a manner satisfactory to Ex-Im Bank, or when the final
determination of the validity and legal enforceability of the debt
has been made by the courts of the buyer’s country or another form
acceptable to Ex-Im Bank.”

I mean, I am just—I am absolutely astonished that Andrea
Gunderman, counsel, would sign her name to this letter.

The last paragraph is finding the exclusion from coverage of
losses resulting from disputes between the buyer and the insured
constitutes a standard market practice.

Let me read that again. “The exclusion from coverage of losses
resulting from disputes between the buyer and the insured con-
stitutes a standard market practice.”

Okay. That is not covered. Ex-Im doesn’t cover disputes. They
only pay when there is an agreement. So why have insurance? Why
have Ex-Im insurance? Congress is asking why have Ex-Im at this
point. Indeed, the insurer has the right to first pay the claim to re-
assign the debt documents in order to collect the debt. That is
called the right of subrogation. If the debt is not valid or is not le-
gally enforceable, the insurer will be prevented from collecting. And
I read this, and if I was in your position, I would go absolutely bal-
listic, and wonder what did you get from Ex-Im, and what did you
hope to get from them when you signed the contract?

Mr. VADEN. Well, what we got from Ex-Im and what we hoped
to get from Ex-Im was some mitigation of credit risk which would
then enable our lenders and owners in our business to enable us
to go and grow our business overseas and take on debt in the ex-
port market. Without that we can’t survive. We will die. I am, of
course, from North Carolina. It is fairly simple in the concept. The
concept that I thought we were entering into was that we had the
best of both worlds. We had not only an insurer, so that if we did
have risk on some of those collectibles, it would not damage the
business that we are running, which is a small business. But also
I felt like that we had the Federal Government behind us, and that
carries a lot of weight. That is a marketing tool that has actually
been positively received in the marketplace when we talk to these



12

people we are working with and we utilize when we run against
a tough situation. We can’t do that because Ex-Im Bank will not
agree and let us do it.

Chairman MANZULLO. So you were told here by somebody at Ex-
Im Bank, do you recall who it was, Mr. Vaden? Was it this Andrea
Gunderman?

Mr. VADEN. Well, that conversation occurred with our attorney.
I think John Conat might have been the person that had some con-
versation with our financial folks because I believe John was the
one that notified us initially that they were going to deny the
claim.

Chairman MANZULLO. And so you were told that you had to go
to China and file an IT lawsuit?

Mr. VADEN. That was the basic message that we received at Rut-
land.

Chairman MANZULLO. And how much did you lose in this trans-
action?

Mr. VADEN. Well, the transaction was for $86,000, approxi-
mately, which occurred in late summer, I believe it was, of 2003.
I think the way our policy is written, we would be out about
$66,000 if we do not collect the claim because there was a 20 per-
cent deductible, I guess you would call it. And of course what we
are out is not just that situation, but we had to discontinue doing
business with this gentleman. We have had to go find other folks
in the marketplace. This gentleman, the pirate, is out there now
selling our product under our tradenames.

Chairman MANZULLO. And can’t you prove that in—I mean did
Ex-Im ever offer to sit down and talk to you about this at length?

Mr. VADEN. We provided documents and we provided information
accordingly, but basically I think what we got distracted on was
that this gentleman claimed that he had a dispute with Rutland
as a company.

Chairman MaNzULLO. Well, there’s always a dispute. That is
why you have insurance because there is a dispute.

Mr. VADEN. Well, with these kind of people, there is absolutely
a dispute because he is not a trustworthy, honest individual, num-
ber one. And number two, the other issue that we encountered was
that we sold goods. He received goods. He had no dispute about the
goods, and the goods are being used in the marketplace against us.

Chairman MANZULLO. Mr. Merrill, are you aware of this par-
ticular transaction?

Mr. MERRILL. No. This is the first I heard about it. I mean, I
heard of it a few minutes ago.

Chairman MANZULLO. Could you turn on your mike, please? You
don’t know the details of it?

Mr. MERRILL. No, you have the advantage over me by being a
lawyer. I am very sympathetic. I thank the gentleman for his kind
words. I am very sympathetic because I personally as a business-
man looked at insurance policies like that. But the answer to your
question is no.

Chairman MANZULLO. Could you help us on some general prin-
ciples here as to when you have a dispute, why the Ex-Im Bank
would say go to China and get a judgment from a Chinese court?
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I mean, doesn’t that seem pretty difficult, especially for a small
businessman to do that?

Mr. MERRILL. Small business or large business, I would think
that—let me say it is not language that I would choose to use.
However, I don’t know what answer I can give you in principle.
You asked for an answer, and the question is, some principles—
first, there is a difference between insurance, which is conditional.
I don’t know the conditions of this particular insurance policy and
just—we can find out but I don’t know. A guarantee, which in a
general sense is unconditional, and let me call it a project finance
which is subject to the individual—let me say the cash flow for the
individual product. So the answer here is, I just don’t know enough
about his insurance policy, or guarantee policy, or whatever it is
policy to answer intelligently. I am answering your question about
the principles.

Chairman MANZULLO. That is fair.

Mr. MERRILL. I think I ought to add that I was in China for 10
days in January. You only have to pick up a paper anywhere in the
world really to see that piracy and I am going to call it—I think
you used the term “reverse engineering.” I don’t know whether you
did or not.

Chairman MANZULLO. Pirate. Black patch over one eye.

Mr. MERRILL. Say it again.

Chairman MANZULLO. That is a pirate.

Mr. MERRILL. Pirating. Thank you.

Chairman MANZULLO. They look like this [placing one hand over
one eye].

Mr. MERRILL. Pirating is an extent that would understate the
issue in China. And so I think that there are a lot of companies
that have similar problems. And by the way, companies in Japan
and Korea have also similar problems.

Chairman MaNzuLLO. Okay. On this issue—Mrs. Kelly, why
don’t you go ahead? Go ahead.

Mrs. KELLY. Mr. Chairman, have you finished your line of ques-
tioning?

Chairman MANZULLO. You go ahead.

Mrs. KELLY. Mr. Merrill, I noticed in the chairman’s statement,
he noted that there is a lower number of small business, that your
role within the small business community has a lower number. I
would like to ask why that is true.

Mr. MERRILL. Lower number, you mean lower percentage?

Mrs. KELLY. Yes. Lower percentage.

Mr. MERRILL. Yes, ma’am.

Mrs. KELLY. Why is that?

Mr. MERRILL. It is very simple. It really is simple. I mean not
many answers in life are simple.

Mrs. KeELLY. That is okay. I don’t have a whole lot of time so if
you can just give me an answer quickly, I would appreciate it.

Mr. MERRILL. Okay. A billion and a half dollars worth of deals
for all practical matter, one billion dollar deal, airline deal, one-half
billion dollar deal, an export of Lucent technologies, export of
knowledge based industry, came in toward the end of the fiscal
year. We were at 20.234, 21 percent round terms. In comes a bil-
lion and a half dollars and obviously the percentage drops at the



14

last minute. It is literally impossible to divide two billion—I am
just using round terms—by an average small business loan of
$242,000 and get enough loans of that to match $2 billion in a pe-
riod of weeks. So the last—these two deals came in. These were
real jobs, which were American jobs. The transactions were ap-
proved at the very end of the fiscal year and bingo, the percentage
went down slightly. That is what happened.

Mrs. KeELLY. Had there been more involvement with the small
business community prior to that, that might not have been quite
such a strong drop, don’t you think?

Mr. MERRILL. Frankly, I think it was a very modest drop, be-
cause the drop of a percent or a percent and a half against $2 bil-
lion is really not much. I mean, total authorization in [FY 2004]
was 13 billion and total authorizations for next year that we are
seeking is a little over $13.8 billion. To correctly anticipate when
billion dollar deals are going to drop is an estimate. I mean we
can’t do it on the basis of where it is in the fiscal year. You can
estimate where the small businesses are because there are a lot of
them. But you can’t estimate the big ones.

Mrs. KELLY. Yeah. We need—we are interested in small busi-
nesses. The second thing I would like to ask you is why fast track
isn’t in place yet. We have had a long time to get it done. Why isn’t
it there yet?

Mr. MERRILL. Yes, ma’am. I am very frustrated by it. Again I
think the answer is I hope relatively simple. We have gone out
three times now to the banking community with, let me call it a
proposal inside the banking community. The asset-base lenders and
the commercial lenders were arguing with each other about what
the terms for fast track lending should be. So they sent back, we
got a lot of complaints. Went back for a second round. Similar lot
of complaints. There also were complaints not only inside the same
banks, but among the banks to have each one tailored—there are
14,000 banks in the United States—to have them tailored to bank-
by-bank credit or other similar standards. We went back for a third
round which is now being considered, and we hope we have it
right. However, the fast track is a program that goes between 10
million and 25 million. Any deal that would be fast tracked can
also go through the board as one did just a few weeks ago for $14
million. The idea is to make it easier to do medium-term busi-
nesses, mainly 10 to 25 million. But no deal has been turned away
because we haven’t got the fast track in place.

Mrs. KELLY. I understand that.

Mr. MERRILL. So we hope to get it place in early next year.

Mrs. KELLY. It may not have even been approached because fast
track wasn’t in place. Businesses need speed. Sometimes timeliness
makes all the difference in the world.

The other things I wanted to ask you about was, and I am mak-
ing this quick because I am running out of time here. You have no
g}lllidglines yet for the dealer/distributor financing program. Why is
that?

Mr. MERRILL. I heard about that just a few minutes ago while
we had the waiting period here, I called back to find out. I mean
I just heard about that. I never heard of guidelines. We don’t have
any guidelines. We don’t need any guidelines. The program is open.
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We have promoted it in all of our pieces of paper, in all of our com-
munications with bankers. We have 1,500 people coming, or be-
tween a thousand hotel rooms reserved for our annual Bank con-
ference, Trade Finance Export Credit, at Omni Shoreham next
week. It has been promoted in all of the literature that goes there.
We will promote it again there. We are open for that. I don’t know
anything about implementing guidelines. I don’t know where that
comes from. At least that is what I was told when I called back to
the people in the Bank just an hour ago. We are open.

Mrs. KELLY. How many people have taken advantage of that?

Mr. MERRILL. I don’t know.

Mrs. KELLY. Is there anyone, do you have staff here that could
answer these questions?

Mr. MERRILL. Well, answer which question, ma’am?

Mrs. KELLY. Well, you don’t know the answer to the question I
just asked. Is it possible that there is someone here in the audience
that you brought with you?

Mr. MERRILL. What is the question you asked?

Mrs. KELLY. My question is whether or not anyone had taken ad-
vantage of the dealer/distributor financing program.

Mr. MERRILL. I genuinely do not know the answer to that ques-
tion.

Mrs. KELLY. But do you have staff here that might know the an-
swer to the question, since you don’t?

Mr. MERRILL. There is staff here but I don’t know which one
would know the answer.

Mrs. KELLY. Is there anyone here who does? Can we ask them?
Sir, you have your hand up.

Chairman MANZULLO. Will you come up to the table?

11¥Irs. KeLLY. Will you come up and identify yourself please and
tells us—

Mr. MILLER. My name is Jeffrey Miller with the Ex-Im Bank. As
the Chairman said, the program is operational. We are in the mar-
keting rolling out stages. No one has taken advantage as of yet.
And our annual conference will be one of the platforms where we
will try to capture a lot of attention.

Mrs. KeELLY. Thank you very much, Mr. Miller. I am glad you
clarified that. I am concerned that the Ex-Im Bank fulfill for the
small businesses the function that Mr. Vaden and the other people
who have come to this committee asking for our help with regard
to Ex-Im Bank and small business. I am very concerned that that
be addressed. The job we have right now is to help American busi-
nesses do business and be in the world economic market. I am con-
cerned that Mr. Vaden’s company has lost intellectual property and
is apparently not getting the quality support that he feels he needs.
Issues like that need to be addressed with regard to our small busi-
nesses.

I am also concerned because we know that other countries in the
world are subsidizing aggressively loans that give our industries
and our businesses a disadvantage. What your function is, Mr.
Merrill, is to make sure that our people at least get an even, level
playing field.

I am very hopeful that the next time you come to talk to us there
will be a larger percentage of small businesses involved with you.
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I will hope that fast track will be in place and people are using it,
and I would hope that more than one person will have taken ad-
vantage of this dealer/distributor financing program because these
are the programs that our industries, the people that I represent,
the people that the chairman represents and everybody else on this
committee, our small businesses need help. We are in a global
economy that needs our help right now. Our businesses need our
help to be players in that field.

So I would hope that you would be coming back to us and giving
us some real solid information. I thank you for what you have
done, sir, but I know very well that it is easy to loan large amounts
because the same amount of paperwork is required for a big
amount as a small amount. But it is our small businesses that gen-
erate seven out of 10 jobs in this country. We need those new jobs.
We need that, the small businesses to be able to have the financing
and to be internationally playing in the world economy.

So I thank you for appearing here today. I hope when you come
back you will have strong answers to those questions.

Mr. MERRILL. Me too. I am on your side.

Chairman MANZULLO. Ms. Kelly, in your questioning of Mr. Mil-
ler, I believe he said he was rolling out this program in stages.

Mrs. KELLY. The dealer/distributor program?

Chairman MANZULLO. What does that mean?

Mrs. KELLY. He said that the conference—correct me if I am
wrong, the conference—

Chairman MANZULLO. People come to Washington D.C.

Mr. MERRILL. He meant in terms of promotion. We have pro-
moted it in paper and letters and export credit. Big place to pro-
mote it. Excuse me, I don’t mean to interrupt the Chairman.

Chairman MANZULLO. I mean, here is what we are hearing. The
guys that want to export, they check with Ex-Im about the pro-
gram. And you know what Ex-Im is saying? “We have no guide-
lines.” Those people aren’t testifying here. You know why? They are
afraid of retaliation by Ex-Im. There is a problem here. There is
a big problem, because you have had this program around for some
time and not one person has taken advantage of it.

Mr. MERRILL. Mr. Chairman, we have no guidelines. All you have
to do is ask.

Chairman MANZULLO. We do and we are told there are no guide-
lines. I don’t think you guys know what you are doing.

Mr. MERRILL. I understand floor planning and that is what it is.

Chairman MANzZULLO. Why hasn’t one person in the United
States been able to take advantage of the program?

Mr. MERRILL. I don’t know.
| ghairman MANZULLO. Does somebody have the answer? Mr. Mil-
er?

Mrs. KELLY. Mr. Chairman, perhaps we could ask for you to sub-
mit to the committee a written program of the written guidelines
that you have, whatever you have, that is the methodology for the
small businesses that can use the bank.

Mr. MERRILL. I would be happy to submit such a report. I agree
with the Chairman and with you.

Chairman MaANzULLO. I want the document in 7 days. The docu-
ment you will give us will be the document that goes to people who
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want to avail themselves of that loan. And if you get it wrong, that
is your problem. You understand that?

Mr. MERRILL. Mr. Chairman, in fairness, can I ask you to let us
include the documentation that we do—

Chairman MANZULLO. No. I want you to include—I am sorry, fin-
ish.

Mr. MERRILL. We have a conference where this is a main line
issue to announce. Can we—if you give us a deadline, the con-
ference is the 14th and 15th. If you give us until the 17—

Chairman MANZULLO. I want it in 7 days because I want to see
what you are rolling out. Our people back home get on an airplane
and they are all excited and they are going to Washington for a big
Ex-Im conference. Got a great opportunity to sell things. And then
they go there and there is this big show that costs them thousands
of dollars. And if this program is already operational, why don’t
you have one person involved in it? Not one person has taken ad-
vantage of it.

Mr. Miller, do you have an answer to that? Do you know why you
don’t have an answer to that? When these people ask, they are told
there are no guidelines. I think there is a corporate governance
problem here. There is a big problem, a huge problem, because you
guys don’t even know there is a problem.

Mr. MERRILL. Mr. Chairman, if I had known this issue was going
to come up today, I guarantee you that we would have—

Chairman MANZULLO. Can I document to you the number of
times that we have talked to you about this? I don’t know how
many times—I mean we had a hearing on it. It was last year at
the financial services. And I sit on the Financial Services Com-
mittee, the committee of jurisdiction.

Mr. MERRILL. You were very helpful.

Chairman MANZULLO. And so does Mrs. Kelly. I want it done in
7 days. I don’t care if you work 24/7. It is the only way things get
done around here is that I have to force the issue. Will you have
it in my office in the next final 7 days, the final document? And
I will review it with the people, the people who are afraid to sit
here because of retaliation by Ex-Im, and then I will get back to
you. Do you understand that?

Mr. MERRILL. Yes, Mr. Chairman. And—

Chairman MANZULLO. Mr. Vaden, is your attorney here?

Mr. VADEN. No, he is not.

Chairman MANZULLO. Is Andrea Gundleman here from Ex-Im?
Anybody here from your legal department? Mr. Saba, is he here,
general counsel? Mr. Saba, I would like to meet with you and Mr.
Vaden and I want to find out why—and you, Mr. Merrill, why this
man is being asked to go to a Chinese court. Can you meet with
us after the hearing?

Mr. MERRILL. Of course.

Chairman MANZULLO. Mr. Bradley, do you have any questions?

Mr. BRADLEY. Yes.

Mr. MERRILL. Just let me say for the record, I am extremely sym-
pathetic to the gentleman to my right [referring to Mr. Vaden].

Chairman MANZULLO. Our goal is we are going to get this re-
solved tonight. See that door over there? That door will be locked
until we come to a conclusion. This man got screwed. You told him
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and your people at Ex-Im that they had to go to China to litigate
an IT claim and you just sat there and said there is no intellectual
property protection in China.

Mr. MERRILL. I didn’t say that.

Chairman MANZULLO. Yes, you did. It is a joke in China.

Mr. MERRILL. That may be, but I said it was a problem that has
been reported in all the newspapers.

Chairman MANZULLO. It is not just a problem. It is an epidemic
over there. They are pirates and you know that. And is she still
with you, Andrea Gundleman? Mr. Saba, is she still with you? Is
she working today? Could you call her and have her be here in an
hour, please.

Mr. SABA. We don’t need her here.

Chairman MANZULLO. It may not be necessary?

Mr. SABA. That is correct.

Chairman MANZULLO. You are chief counsel. I take your word for
it. Mr. Bradley?

Mr. BRADLEY. Thank you, Mr. Chairman, I apologize for having
to leave the hearing. Mr. Merrill, I have a couple of questions. And
if they have already been asked, just say so. And if not, have at
it. Over the past year or so, the board of directors has approved
several new financing programs which have been aimed at small
businesses, lease financing, dealer financing, but the bank’s staff
seemed to have dropped the ball from what we have heard in im-
plementing what the board has approved. When will these board
approved initiatives actually be implemented, because they would
help in increasing small business financing?

Mr. MERRILL. I am listening to two representatives of Congress
saying they received complaints, which I have not received. I take
what the Chairman and you, sir, say seriously. We will have to
look into it. I wish I had been aware of this even a day or two ago.

Mr. BRADLEY. Let me continue then. The bank seems to take the
view that the annual 20 percent minimum for small businesses as
a percent of the total financing issue is a guideline. But the legisla-
tion which passed in 2002 makes it clear that it is a requirement,
not just a general guideline. Is that your view of what the 20 per-
cent means or do you interpret that to mean it is a guideline?

Mr. MERRILL. I don’t have an interpretation either way. I will
give you an example in the instant case. The question is whether
it is a guideline. I think that it is basically whatever you say it is,
whatever is written—whatever is written down, I accept as being
valid. In the instant case, there were three choices. You could reject
the—I am going to say $2 billion in round terms of last-minute
deals; two, three large ones, two particular. You could manage the
numbers by kicking them over into the next fiscal year. In the
world of Enron, Fannie Mae and AIG, I am not prepared to do that,
and I wouldn’t be prepared to do it before any of those.

Or you could take the business and help create American jobs
and something had to give. We voted—we decided to create the
American jobs. It did drive the percentage down. We intend to
honor that percentage to do everything we can to honor the per-
centage to ensure that the 20 percent guideline, goal, mandate, ob-
jective, target, whatever word you wish to use, is met and we hope
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we can exceed it. We are on track to do it this year. We are doing
everything we can to make that happen.

I was once a small business man. The President wants to help.
There is no objection to this. The President of the United States
is wound up on helping small business. We are wound up on help-
ing small business. And I agree with whoever made the point about
the job creation of small business. Virtually all of the businesses
being created in the United States is through small businesses like
his [referring to Mr. Vaden] and mine in my nongovernment role.

Mr. BRADLEY. Mr. Chairman, one last question and thank you for
that answer. Congress has made it pretty clear over the years that
small business has to be a priority for your bank. Several years
ago, though, the bank’s small business division apparently was
downgraded. Have you considered reinstating the small business
division to make it more high profile and something that reports
directly to the board of directors?

Mr. MERRILL. In a certain sense, everything is reported to me di-
rectly. We can’t stop people from talking to the board or any mem-
ber of the board. The small business thread—the focus, culture,
ethic, objective of small business is threaded into the culture of the
Bank. It is kind of like saying, do you still love me. We love small
business. No matter how many times we say it, we still love them
just as much. You can’t love somebody more than you already love
them. The culture is small business-oriented.

Let me say that the Bank’s principal lines of business are small,
medium and long-term; large, medium and small in size and the
Bank is oriented also towards guarantees, insurance and project fi-
nance. All of those have within them a culture of small business.
All of them are involved in emphasizing the maximum number of
small businesses that we can serve. And there isn’t anybody at the
Bank who is outside the culture of small business. I don’t know
who the janitorial contract is with, but I suspect it is small busi-
ness. But in any professional sense, all of those operating divisions
are conscious of trying to emphasize or focused on the maximum
number of small businesses.

Mr. BRADLEY. Thank you.

Chairman MANZULLO. Let me follow up. I guess it goes to the
question that we have been asking you that it is obvious that peo-
ple who work for you have not conveyed these complaints to you,
which is problematic, I think. I would want to know.

Mr. MERRILL. Mr. Chairman, you can swear me 10 times over.
The two complaints—

Chairman MANZULLO. I believe you entirely. I guess my concern
is why these never reached your desk.

Mr. MERRILL. We are going to find out.

Chairman MANZULLO. Did you know there is a directive at Ex-
Im that no staff of Ex-Im may communicate with any board mem-
ber without the consent of the general counsel’s office? Were you
aware of that?

Mr. MERRILL. No, I was not. However—the short answer is I was
not. The Bank, like the rest of the country, is e-mail crazy. I got
8,000 e-mails one weekend. Everybody copies everybody else. This
is just not the thing which one can operate on. They are all doing
e-mail back and forth and everybody gets copied. That is about the
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best I can answer to that one. And I have made it clear that my
office is open to anybody who wants to talk to me. I take all phone
calls and return all phone calls within human possibility unless I
am in China, and that includes people that work for us, particu-
larly people who work for us.

Chairman MANZULLO. We get this information because as Mem-
bers of Congress, we are close to the people. And this has come in
from staff at Ex-Im themselves. This is pretty serious.

Mr. MERRILL. I haven’t gotten an answer to that.

Chairman MANZULLO. Would you be willing to put out a directive
to your employees that anybody at any time could talk to any of
the board members?

Mr. MERRILL. I don’t know if it is a directive or not a directive.

Chairman MANZULLO. That would be a simple yes or no.

Mr. MERRILL. It is not a simple yes or no, because if anybody at
any time can talk to any director on any subject that has not gone
through in some way and contacted their supervisor, I would not
be able to function. If somebody has a complaint after they have
talked to their supervisor, I would be happy to talk to them. If they
have something they think I need to know, I would be happy to re-
ceive it in an open line. But I don’t think—

Chairman MANZULLO. We are not talking about HR [human re-
sources] matters. This is some pretty serious stuff where people at
the Ex-Im bank feel an obligation at times to talk directly, particu-
larly, to the other board members.

Mr. MERRILL. Board members can talk to each other. They can’t,
three people together. Not a good idea for two.

Chairman MaNzULLO. That is regular staff talking to board
members. Not board member to board member. Max Cleland is a
board member, is that correct?

Mr. MERRILL. Yes, he is.

Chairman MANZULLO. And he came on for what purpose?

Mr. MERRILL. The President appointed him.

Chairman MANZULLO. And was he assigned a particular task
to—in fact, he has been designated by you as the small business
person on the board, is that correct?

Mr. MERRILL. That is correct. The charter requires that a board
member—one board member take a special interest in environ-
mental affairs. Another one take an interest in small business af-
fairs. Senator Cleland asked for that portfolio. Senator Sarbanes
and two of the other Senators called and asked that he be given
that area to represent. And the answer is yes.

Chairman MANZULLO. Have you met and talked with him about
what he is doing there? Does he have staff to work on that?

Mr. MERRILL. He gets the same staff that everybody else in the
Bank gets, except that he—because of his handicap—gets a little
extra staff.

Chairman MANZULLO. I understand that. Let me go back to the—
with regard to meeting the numbers where you came in at 16.7
percent on the small business goals. Is that 16.7 percent of the
total amount of money that is loaned that goes to small business—
that is authorized that goes to small businesses?

Mr. MERRILL. Yes, but it is 80 percent, Mr. Chairman, of the
transactions.
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Chairman MANZULLO. Explain that to me.

Mr. MERRILL. The difference is the—small business, by defini-
tion, is a small business. So 80 percent of the transactions go to
small business. But not 80 percent of the volume, because—

Chairman MANZULLO. The goal—

Mr. MERRILL. How many $240,000 loans can you do to match one
Boeing jetliner?

Chairman MANzULLO. Let me—Ms. Hadfield, you have men-
tioned in your testimony where you brought up the fact that Ex-
Im had entered into an agreement with Chartered. Explain that
again.

Ms. HADFIELD. Recently, Ex-Im approved a loan of $650 million
for the export of semiconductor equipment to Chartered Semicon-
ductor in Singapore.

Mr. MERRILL. To who?

Ms. HADFIELD. Recently, there was an approval by Ex-Im of a
loan of $650 million to Chartered in Singapore in November of
2004.

Chairman MANZULLO. Then you went on to—there is another
pending deal now that has caused some concern.

Ms. HADFIELD. There is a deal that is pending that has been set
aside indefinitely by the Ex-Im bank for an export of up to $770
million to SMIC, a semiconductor foundry in China. And we are
very concerned that that deal should be attended to and should go
forward. We believe it has strong economic benefits for the U.S.
economy and very similar to the Chartered deal.

Chairman MANZULLO. Are you familiar with the SMIC, with the
application?

Mr. MERRILL. Yes.

Chairman MANZULLO. Let me tell you where I am coming from
and the reason I have a concern in this. First of all, I don’t have
any employees from SMIC in my congressional district. I lost 29
percent of my manufacturing base. Rockford, Illinois used to be the
machine tool center of the world, grease, machine oil. And today,
we are down to the fact that if we go into what is left of our indus-
try, with the exception of Haas from California, there aren’t that
many machine tools made in this country.

I get called all the time to go and look at machines. I mean, I
get excited phone calls: “I have a new Gleason 500 shaper. Would
you like to see it?” I saw my first creep feed grinder and got really
excited about that. But these things are not made in the United
States. And the guys struggle on a continuous basis in the district
that I represent. We have lost 14,000 manufacturing jobs.

The fastener industry was in the process of recovering. They are
getting killed again. There are still tariffs on stainless steel and
hot rolled steel. And manufacturing is a base in this country that
has been destroyed. The Pentagon leads the charge on it. They say
they live by the application of the Buy America Act. If you read it
[Pentagon’s understanding], you could fulfill the Buy America Act
in the Defense Department and not have one ounce of American
products in it.

We are withering on the vine. And the only thing that is left is
the dry machine tools. Applied Materials put in millions of dollars
worth of machine tools when IBM made the very wise decision to
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make the 300-millimeter wafer in East Fishkills, New York. And
I have looked at this thing. In terms of the machine tool industry,
this country is desperate. I know manufacturing probably better
than 95 percent of the people in this place. I live it. My dad was
a master machinist. 80 percent of my time in Washington is spent
on manufacturing. This committee has held 60 hearings on manu-
facturing, manufacturing techniques. Anything that involves manu-
facturing, this committee has been involved in.

I have to speak next week in Nashville, St. Louis and Tucson
within a matter of 5 days in trying to maintain our manufacturing
base in this country. And that is my interest. And what I see going
on now when, according to what you said is—why don’t I do this.
Why don’t you tell us the status of SMIC’s application at Ex-Im to
sell $770 million worth of machine tools, or rather to purchase
those?

Mr. MERRILL. Is that the question, Mr. Chairman?

Chairman MANZULLO. Yes.

Mr. MERRILL. Let me say first, we are well aware of manufac-
turing, too. We are aware of the evolution of manufacturing taking
place in the world and in our country. And I do not want to pretend
special expertise in solving that, let me call it, continental revolu-
tion to you. So I am very sympathetic. And I understand. You come
from a great district, U.S. Grant’s hometown, and a manufacturing
base of America. And so I am entirely empathetic.

Chairman MaANzZULLO. Well, Grant would drink away his prob-
lems and I am not predisposed to do that. I know he won a war.

Mr. MERRILL. My problem is I don’t drink and smoke, but if you
give me an ice cream cone, that is where my weakness is. The sta-
tus at the moment is that this was left with the applicant. Now I
personally, in December, met with all—met with the applicant,
whose own request to us was to say they would come back with an
industry-wide consensus, and we said we were available for that
and we are available for that. They have not come back to us. So
that is the status at the moment. By the way, I would add, I have
met with all three companies personally, in 2 cases, the chairmen,;
in all cases, the senior executive staff. And in the case of the appli-
cant, twice, once here and once in China. I found them to be won-
derful people unanimously. I would invest in one of them person-
ally. But if you ask me where it stands, it stands where they left
the ball in their court.

Chairman MANZULLO. You have gotten letters from me and the
Speaker of the House, and a letter that was just sent April 1.
There is no industry agreement. So what are you going to do in
that case?

Mr. MERRILL. Mr. Chairman, we have heard—I am kind of aston-
ished about this. When I talked to these people, I thought in De-
cember, I thought this was normal business. Anybody who wants
to come in and talk, comes in and talks.

Chairman MANZULLO. I don’t think it is normal to get a letter
from the Speaker of the House asking to bring this to a vote.

Mr. MERRILL. Mr. Chairman, I have letters and correspondence
and phone calls from Members in both House and Senate of both
sides on all sides of this issue, but principally on both sides on this
issue. It puts us between a rock and a hard place.
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Chairman MANZULLO. That is why you are paid. My only interest
in this is procedural. So my question to you is, it is obvious there
is no industry agreement. When is your board going to meet to vote
up or down on this application? I want a date.

Mr. MERRILL. I don’t think—

Chairman MANZULLO. Mr. Merrill, I want a date.

Mr. MERRILL. I don’t think I am going to give you one, Mr.
Chairman.

Chairman MANZULLO. Then maybe you ought to step aside so the
board can get the job done. You have two companies that are fight-
ing. You are paid to make a decision and so are the members of
the board. And the applicant says “we can’t reach an agreement
with the industry.” You don’t bookshelf an application based upon
the fact that they can’t reach an agreement.

Mr. MERRILL. That was not our suggestion, but their suggestion.

Chairman MANZULLO. But you bookshelved it. And you have
been advised many times since they tried to do an industry-wide
agreement that they just can’t agree. They just absolutely cannot
agree. What are you going to do if they can’t agree on it?

Mr. MERRILL. Mr. Chairman, I am going to do what any person
between a rock and hard place is going to do, which is to be ex-
tremely conservative.

Chairman MANZULLO. And that means doing nothing.

Mr. MERRILL. No. That means sticking as close to our—

Chairman MANZULLO. Don’t you think you have an obligation to
bring it to the board for a vote or are you going to sit on it? If you
are going to sit on it, then you have helped people who are opposed
to the application.

Mr. MERRILL. Mr. Chairman, there are serious problems. We
have thick briefs on both sides.

Chairman MANZULLO. I understand that. But you are supposed
to be reading these things in order to come to a conclusion, and so
are the other directors.

Mr. MERRILL. Senior members of the Bank ask of me before they
consider a case that we deliver a proposition to the board, that is
a case statement to the board the Friday before the case—

Chairman MANZULLO. So when are you going to do that?

Mr. MERRILL. Not likely to, because there are serious questions
here of economic impact, additionality.

Chairman MANZULLO. Let us go back to economic impact. Do you
have a written report from your staff? Have you seen the written
report on economic impact?

Mr. MERRILL. I have seen volumes of reports.

Chairman MANZULLO. And based—and you are supposed to take
those into consideration and make a decision, isn’t that correct?

Mr. MERRILL. Those and the reports that came as a result of the
public notice process.

Chairman MANZULLO. The fact that there are a lot of problems
doesn’t mean that you can’t just schedule a vote on this thing.

Mr. MERRILL. The fact that there are a lot of problems means in
order for us, the senior management, to take a case to the board—
to take a case to the board that said there were economic impact
issues here of substantial import, that there were additionality
issues of substantial import.
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Chairman MANZULLO. What are you reading from?

Mr. MERRILL. I am reading from my own notes to myself.

Chairman MANZULLO. I understand that. You have to make an
economic analysis under the Toomey amendment, am I correct?

Mr. MERRILL. You have me there.

Chairman MANZULLO. The Toomey amendment was the amend-
ment that mandated you do an economic analysis. That is what
was added. And I guess my issue here is when are you going to
make up your mind on this thing?

Mr. MERRILL. We made up our minds on this thing.

Chairman MANZULLO. What did you make up your mind on?

Mr. MERRILL. We made up our minds that there was economic
impact. These are my notes to myself when you were speaking.
Just key words. These are the remarks I made when I started the
conference. I am not reading from testimony. Economic impact is
an issue.

Chairman MANZULLO. Let me finish right there. We can do this
seriatim. The fact that it is an issue, does that mean that you are
going to deny the application?

Mr. MERRILL. What it means is, Mr. Chairman, is there are sev-
eral issues that are involved that are complex.

Chairman MANZULLO. I understand that. I am trying—

Mr. MERRILL. Not only economic impact.

Chairman MANZULLO. I want to start with that one because I
haven’t received a satisfactory answer on it.

Mr. MERRILL. There is a serious economic impact issue, which in-
volves market definition, what is the market involved and wheth-
er—

Chairman MANZULLO. If this is the case then, why didn’t you just
call your board of directors and vote on it? Apparently you have
made up your mind that there is going to be an adverse economic
impact.

Mr. MERRILL. Under the bank’s normal and permanent—long be-
fore I got there and long after I will ever be there, the cases pre-
sented to the board are presented by the management of the Bank
and there are 50 to 100-page documents which give you the general
drift of the loan and everything that is associated with it or the
guarantee or the insurance if it is over $10 million.

Chairman MANZULLO. Have you seen the economic analysis pro-
vided by your staff? Have you had a chance to read it?

Mr. MERRILL. I have not personally looked at that economic anal-
ysis except in a glancing way. But I have also seen the economic
analysis presented as a result of the public notice period and sev-
eral other economic analyses. And to be honest with you, the sev-
eral economic analyses are together in my mind and I am not quite
capable of separating what was said in one economic analysis as
opposed to what was said in another economic analysis. But the
general answer to your question is, yes, I have seen these economic
analyses.

Chairman MANZULLO. At what point will you come to a conclu-
sion as to whether or not there is an adverse impact upon a com-
pany? I think that is a fair question.

Mr. MERRILL. It is a fair question.
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Chairman MANZULLO. If they don’t get the loan from you they
are going to Japan. They are going to get the same stuff from
Japan, the same machine tools.

Mr. MERRILL. Mr. Chairman, the applicant in question, a very,
very, very likeable person with whom I met with twice—

Chairman MANZULLO. You are not answering my question. I
want to know at what point—I know he is a likeable person. When
are you going to make up your mind as to the issue of economic
impact?

Mr. MERRILL. There are three other issues as well and they
interact.

Chairman MANZULLO. Go ahead.

Mr. MERRILL. I am trying to be responsive the very best I can.
I want to be responsive.

Chairman MANZULLO. Proceed.

Mr. MERRILL. There is an issue of additionality.

Chairman MANZULLO. What does that mean?

Mr. MERRILL. We are not supposed to give—to make credit avail-
able on a basis that competes with any other financial institution.
In other words, if anybody else takes the deal, we are the lender
of last resort.

Chairman MANZULLO. I imagine if they went to you and didn’t
go to anybody else and were turned down, that is pretty simple.
Isn’t that a simple determination of additionality? Isn’t that a sim-
ple determination?

Mr. MERRILL. It could be a very simple determination.

Chairman MANZULLO. They could just give you a letter that said
that they can’t get financing anywhere else. What do you require
from the applicant?

Mr. MERRILL. When I met with him in China and here—now this
is not somebody else, this is me, you know. It is not somebody six
levels down in the Bank that I am not familiar with, me—this is
not good English—me and my associates and several people from
other government agencies and the—inside the embassy in China
and here, were told by the applicant that they were going to get
financing from Chinese banks. It would cost 80 basis points more;
that they wanted to use us because we were 80 basis points less.
After that meeting, representatives of at least two other U.S. gov-
ernment agencies rather surprised me, said to me, boy, you really
have a question of additionality here.

Chairman MANZULLO. When did that conversation take place?

Mr. MERRILL. That conversation took place in the last week of
January in China. And so the additionality factor got raised not
only by me, but by other agencies who sit either ex-officio on our
board or who attend our meetings.

Chairman MANZULLO. Go ahead with your list.

Mr. MERRILL. We will come back to economic impact. There is an
oversupply issue. The industry consensus now is that there is an
oversupply.

Chairman MANZULLO. What does that mean?

Mr. MERRILL. Chips—

(ih‘;airman MANZULLO. Oversupply of someone making machine
tools?

Mr. MERRILL. No. It means there is a market.
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Chairman MANZULLO. Why would that be a consideration, be-
cause machine tools are going to be brought from Japan if not the
United States. They still will be manufacturing.

Mr. MERRILL. We are mandated to analyze the economic impact,
it goes back to that, of anything that impacts.

Chairman MANZULLO. Well, in that case, you probably can’t ap-
prove any loan.

Mr. MERRILL. Might be. But in the instant case, this lady—give
me your first name [referring to Ms. Victoria Hadfield]—that Vicky
referenced earlier, the Chartered company, there were no objec-
tions by public—through the public notice process. No objections
from other experts, so to speak. No objections put to us as a result
of our required procedures. Here we have objections put to us. We
have to look at those objections. I take very seriously, very seri-
ously, all comments by any Member or Members of the House and
Senate. We also have experts on both sides.

There are people who are presenting papers to us on both sides.
For the record, just so I convey this, one of those experts who gave
us an eight-inch stack of paper was an old friend of mine and I
think of yours, Jim Miller, who used to be director of OMB in the
Reagan administration when I was in the Defense Department.
There is not a better mind in the world than Jim Miller’s. In the
interest of full disclosure, I supported him when he ran for public
office and I supported his wife when she ran for public office. But
I didn’t talk to him personally about this case. His view is opposite
to those of the proponents in respect to the impact on the market-
place of the 1 percent and the impact of, let me call it, the esti-
mated amount, lack of oversupply, if you will, that would be extant
18 months from now. The argument on one side—Mr. Chairman,
I think you need to know this.

Chairman MANZULLO. There is a hearing going on, because a lot
of people don’t know anything. We are just asking.

Mr. MERRILL. I don’t want to overstate my welcome. I want to
be responsive. If the impact on the market is more than 1 percent,
there is a question of definition of what is the market as in an anti-
trust case. Is the market the Washington area? Is the market
Maryland? Virginia? Is the market the east coast? It is open to
question.

Chairman MANZULLO. What is the fourth point?

Mr. MERRILL. The second part is an estimate of a product that
is now in oversupply, but the estimate of the applicant is that it
will not be in oversupply 18 months from now. If I took all—when
this bureau becomes operative—if I took all the philosophers in the
world and rounded them up end to end around the world, half of
them could make a reasonable case on one side and half of them
could make a reasonable case on the other side. It is an ambiguous
circumstance. You could make a reasonable case for either side.

Chairman MANzZULLO. That is why you have lawyers. They are
paid to make reasonable cases. But there are also people like you
and the directors that are paid to make decisions based upon the
information they are given.

Mr. MERRILL. And what I was asked to do and the applicant said
to me and this is not to somebody else, again back to me, that they
wanted this case brought to the board within the next week. This
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is in January, toward the end of January. I haven’t gotten the
exact date, but when I was in China, but within the next week;
that they had to make a decision; that they were going to get Chi-
nese financing; that they were going to get Chinese bank financing.
In the context of the fact that the Chinese have $600 billion cash
on hand. And this is a Chinese company. That was not an unrea-
sonable thing for them to say.

So we considered all of these factors that I just mentioned, defi-
nition of market, oversupply, additionality, economic impact. And
as soon as we decided these were just too complex and too difficult
to overcome, we went immediately back to the borrower, the appli-
cant, I should say, and said no, we are not going to take it to the
board in the next week. There are too many issues here. The appli-
cant said, thank you and then offered up this suggestion that they
would come back to us with an industry—

Chairman MANZULLO. You are aware of the fact that there is no
industry agreement. You knew that before you came in this room.

Mr. MERRILL. I am not sure I know that.

Chairman MANZULLO. When you look at the letters from dif-
ferent Members of Congress that are fighting like crazy, do this, do
that. Isn’t it obvious to you that there is not an agreement?

Mr. MERRILL. Mr. Chairman, my bias is totally towards the ex-
porter. You know that.

Chairman MANZULLO. I don’t know. I am asking you to do your
job. I know you have a lot of heavy lifting to do in this case.

Mr. MERRILL. I am going to step out of line and say my old friend
Senator Gramm called me this morning about this case and he
said—I said to him the same thing I said to you I am between a
rock and hard place, to use the same analogy. And he is no longer
in the Senate, but he is an old friend. And he said you know when
you are in difficulty and you are between a rock and a hard place,
what you have to do is do what is right and live with the con-
sequences. In my view, what is right here and the view of all of
the senior staff of this Bank is that the obstacles here are the same
obstacles that we gave back to the applicant the first week—either
the last week—

Chairman MANZULLO. The parties can’t resolve it. Do you agree
that it is your job and the job of the other—is it five directors?

Mr. MERRILL. It is my job to take the case to the board if we be-
lieve the case does not violate the mandate of Congress.

Chairman MANZULLO. So you believe that it does?

Mr. MERRILL. Yes.

Chairman MANZULLO. Why don’t you deny them the loan? Send
them a letter. We want those directors to vote on it, because I be-
lieve they may disagree with you, and that is a matter of corporate
governance. They are also appointed by the President of the United
States. They have an obligation also. I mean you are telling me
that you can sit there and you can pigeonhole one application that
nobody else—can anybody else on that board individually or some-
body else force a vote up or down?

Mr. MERRILL. The normal procedures of this Bank are that a
board gets a paper, which gives the plusses, minuses, risk factors,
and all of the liabilities. Any paper that we would give to the board
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now would have to say that we believe that there is a significant,
substantial additionality issue. There is a significant—

Chairman MANZULLO. Have you asked—

Mr. MERRILL. That this loan be voted on.

Chairman MANZULLO. Why don’t you do that?

Mr. MERRILL. We have done it.

Chairman MANZULLO. Why don’t you get everybody from the
board. Because you know, they have minds of their own and they
may disagree with you and they may say, just a second, Mr. Chair-
man. We have also examined the same materials that you have
and we believe you are wrong. But what you are doing now is you
won’t even let it come up for a vote. And that is wrong. That is not
what Congress envisioned. I am not talking about the staff. I am
talking about the presidential appointees, that they also have an
obligation and they have a right to vote on these applications. You
are not—let me finish.

Mr. MERRILL. I am sorry.

Chairman MANZULLO. What you are telling me is that you have
sole discretion, that nobody else can bring a matter before the
board except you. And that if you decide that just based upon the
fact that there are problems, just the fact that there are problems,
even though if you read the documents, you may come to a conclu-
sion that maybe one side is right and the other side is wrong, that
you can completely withhold the vote. That is why the Speaker is
engaged in this thing. He has also lost 29 percent of his manufac-
turing base. I mean, we are getting killed around the country and
you are sitting there and you are sitting on an application and that
is why I got involved procedurally. Let the members of the board
exercise their right to pass upon this application. Can’t you do
that?

Mr. MERRILL. Let me know when you are finished.

Chairman MANZULLO. Can’t you do that?

Mr. MERRILL. Is that the question, sir?

Chairman MANZULLO. Yes.

Mr. MERRILL. Mr. Chairman, what I believe I am doing is faith-
fully executing the duties.

Chairman MANZULLO. You are doing nothing. You have deep-
sixed this thing just because there are problems. You won’t even
give me a time table within which you think you can resolve these
problems.

Mr. MERRILL. Mr. Chairman, I have sworn an oath to faithfully
execute the office.

Chairman MANZULLO. No one is sitting here denying your patri-
otism, all right. I am trying to get you to act. If you can’t move on
this application, then why don’t you at least recuse yourself from
this case. You haven’t lost the manufacturing jobs. You don’t go
back home and face people with 9 percent unemployment in Rock-
ford, Illinois. You don’t see the closed factories.

And you don’t see what is happening to the industry in this coun-
try. If this applicant buys the stuff from the Japanese, do you know
what that is going to do for the reputation for buying machine tools
that make chips in this country? Do you know what the Japanese
are saying? “Don’t buy from the Americans. That Ex-Im Bank.
Don’t worry about them. You have visa problems coming in. You
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can’t rely upon those people. They won’t make a decision. Why buy
from the Americans.” And you are part of it, because I can’t get any
answers out of you.

Mr. MERRILL. Mr. Chairman, we let the applicant know—

Chairman MANZULLO. He is right here. He is ready to move.

Mr. MERRILL. I had trouble, ma’am understanding some of your
language. I did not realize you were—

Chairman MANZULLO. No. He is back there in the first row [re-
ferring to SMIC official]. The applicant is sitting there. He came
here. I am trying to get you to make a decision.

Mr. MERRILL. We made a decision.

Chairman MANZULLO. And what is the decision?

Mr. MERRILL. Mr. Chairman, as we informed the applicant as
soon as we had decided in late January that there were sufficient
problems here that we were not going forward to the board with
it—

Chairman MANZULLO. No. No. No. Who has the final decision,
you or the board? You can surely answer that question.

Mr. MERRILL. There is a question of analyzing the economic—

Chairman MANzZULLO. No. I am asking you a question. If the
board takes a vote to approve this loan and you vote no and the
rest of them or any proportion votes yes, is the loan approved or
the application approved?

Mr. MERRILL. That is a hypothetical question.

Chairman MANZULLO. That is not a hypothetical question. This
one is a hypothetical--when you get up in the morning, do you tie
your shoes?

Ms. HADFIELD. Mr. Chairman, may I ask a question? I am curi-
ous as to how, if this loan is turned down, and SMIC is forced to
turn to a foreign source for financing, Japan or Europe or some
combination thereof, and change their overall strategy which has
been to mainly use U.S. equipment—how that is going to benefit
the U.S. Industry and also the U.S. Semiconductor industry be-
cause ultimately, it will go forward. They will get the financing.

Mr. MERRILL. Just speak a little bit slower.

Ms. HADFIELD. I am curious as to how it ultimately benefits the
U.S. economy for the Ex-Im bank to deny this deal, when ulti-
mately, they will get financing and they will buy equipment that
will not be from U.S. companies. They will still be a competitor.
They will not compete in any area that is directly competing with
the company that is opposing this deal, but they will remain a
strong competitor and they will get financing and they will buy
equipment. Right now, they are buying U.S. Equipment, but they
need the financing to continue doing that. And they have come to
the Ex-Im bank to get that financing. And I don’t understand that
economic impact issue.

Secondly, I don’t understand the issue of oversupply, because
that is constantly changing in the industry. The industry prognosis
on that is constantly wrong. You can go to any number of experts
on this and get a different story. So you are always going to have
that issue with these loans. The complexity of this industry is
going to be longstanding, and it has been a problem predicting
when oversupply is going to kick in and when there is a problem
with capacity.
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What you are saying to me right now as I hear it on behalf of
SEMI, is that we are going to face future continued—*“this is too
complex for us to deal with, so we don’t want to give you any fi-
nancing because it might be a problem in the future or it might
have a negative economic impact to one company even though you
have letters from governors from the State of California, Texas,
Massachusetts, about jobs that are impacted in those companies
and in those States.”

It is a very important issue for us because export financing is
going to be a key tool in the future in these deals. If we want to
retain a semiconductor, capital equipment and a materials base, we
need access to this as a tool. And that helps fund the R&D nec-
essary to be a world class industry.

Mr. MERRILL. I am not sure if I am answering your question or
the Chairman’s question. I would like the Chairman to hear what
I said. The answer to that question or comment is that first of all,
I agree with every word you said personally or close to every word.
I didn’t hear quite every syllable. But the Congress has mandated
an economic impact analysis of anything that affects more than 1
percent of the relative market. We had weigh in on us somebody
who has 15,000 jobs and who claims that there will be a severe eco-
nomic impact on those jobs. So we are caught between the desire
of ourselves to support an exporter and the requirement of Con-
gress to protect those jobs that would be affected by let me call it
an adverse economic impact.

Chairman MANZULLO. And the other thing that you have is an
analysis from SMIC?

Mr. MERRILL. Yes.

Chairman MANZULLO. Can both be right? Both economic analyses
can be correct? I mean, you have to make a decision as to whose
economic analysis is correct.

Mr. MERRILL. And the decision we have made is that the im-
pact—

Chairman MANZULLO. The decision that you have made, because
you have not allowed the board of directors to vote on this. So you
made the decision to sit on it.

N Mr. MERRILL. If you ask does the buck stop here, the buck stops
ere.

Chairman MANZULLO. It stops at a point of responsibility and
personal acceptance of the fact that you are frustrating Congress’s
intent. Why do you think we have Ex-Im governors or directors? If
you make the decision, these people must be wasting their time,
Eecagse you are the one who is saying, I have to bring it before the

oard.

Mr. MERRILL. Mr. Chairman, I want to be sure you are finished.
I don’t want to interrupt.

Chairman MANZULLO. Show me your by-laws, Mr. Miller. Show
me your by-laws or your rules that say only you can present this.

Mr. MERRILL. Mr. Chairman, I am the Chairman and Chief Exec-
utive Officer of this Bank. The manager reports to me by law. The
directors are not the management of the Bank. They are directors,
as in a company. When we make a judgment on whether or not as
we are required to do here whether we assess the economic impact
on a company as mandated by Congress outweighs—
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Chairman MaNzULLO. That is fine. Have you told that to the di-
rectors?

Mr. MERRILL. I have told that to the applicant.

Chairman MANZULLO. Have you told it to the directors? Do you
think they appreciate people hounding them all the time because
you won’t make a decision?

Mr. MERRILL. The directors ask of me a complete package with-
out serious liabilities that we are violating the expressed will of
Congress as expressed through our Charter. I would not have put
the economic statement in our Charter.

Chairman MANZULLO. I am not talking about that. I mean, isn’t
the vice-chair, hasn’t that typically been the CEO of Ex-Im?

Mr. MERRILL. Sometimes yes, sometimes no.

Chairman MANZULLO. You are not making a decision. You are
making a decision to shelve this thing, is that correct?

Mr. MERRILL. We are making a decision—the senior management
of this Bank has looked at what the economic impact analysis—

Chairman MANZULLO. That means that you believe the analysis
of the people that are objecting to the loan, is that correct?

Mr. MERRILL. That is essentially correct, according to law.

Chairman MaNzULLO. Now that is the most I have gotten out of
you in an hour.

Mr. MERRILL. I have made it clear.

Chairman MANZULLO. No. You have not made it clear. I have
asked you several different times. Now what you are saying is this.
I want to make sure this is correct. You are adopting the economic
analysis of the people objecting to this loan?

Mr. MERRILL. I did not say that.

Chairman MANZULLO. Then what did you say? You are agreeing
with it?

Mr. MERRILL. There are several economic analyses.

Chairman MANZULLO. Whose do you believe?

Mr. MERRILL. Our own. Our own says that the economic—

Chairman MANZULLO. That is not what your staff has been tell-
ing us. They came to us.

Mr. MERRILL. Mr. Chairman, I am not a lawyer.

Chairman MANZULLO. I mean the staff is so frustrated, they end
up calling Congress. We can’t say who these people are.

Mr. MERRILL. Mr. Chairman, there are several hundred employ-
ees in the Bank. Many of them are conflicted and divided.

Chairman MANZULLO. You have to make a decision. Is the appli-
cation still pending?

Mr. MERRILL. Still pending? I don’t know what that means.

Chairman MANZULLO. You don’t know what the word “pending”
means?

Mr. MERRILL. I don’t know what pending means in the context
right now, no, I don’t. I could give you an answer as to where we
stand with it, but I don’t know what “pending” means.

Chairman MANZULLO. Has the application been withdrawn?

Mr. MERRILL. I don’t know the answer.

Chairman MANzZULLO. The answer is no. It hasn’t been with-
drawn. You should have known that before you came here.
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Mr. MERRILL. Mr. Chairman, we informed them that we were not
going forward with this loan as far back as the first week in Feb-
ruary or maybe the last week—

Chairman MANZULLO. But you said you needed further data,
additionality. So it is still pending.

Mr. MERRILL. They wanted an answer in a week.

Chairman MANZULLO. My question is, is this application still
pending?

Mr. MERRILL. We gave them an answer.

Chairman MANZULLO. Would you answer my question. Is it still
pending?

Mr. MERRILL. I don’t know the answer to that question. I can’t
answer something I don’t know.

Chairman MANZULLO. You don’t know. And you are the chairman
of the Ex-Im Bank and on one of the most controversial loans, you
don’t even know if the application is still pending.

Mr. MERRILL. Pending is a technical term.

Chairman MANZULLO. What about the word “is”?

Mr. MERRILL. Mr. Chairman, I am trying to be as responsive.

Chairman MANZULLO. Just a second. Everybody here who is with
the Ex-Im bank, would you please stand. Please stand. Everybody
with the Ex-Im bank. We have about 10 people. Now start over
here. Is the application still pending, do you know?

VoICE. I don’t know.

Chairman MANZULLO. Do you know, Mr. Miller?

Mr. MILLER. Yes, it is.

Chairman MANZULLO. Could you have a seat up here next to
your boss and help him out.

Mr. MERRILL. Could I offer one more sentence?

Chairman MANZULLO. No. I would like to talk to Mr. Miller.

Chairman MANZULLO. Could you enlighten us.

Mr. MILLER. The application has not been withdrawn.

Chairman MANZULLO. It means it is still there?

Mr. MILLER. Yes.

Chairman MANZzZULLO. Have you been seeking further informa-
tion on it, Mr. Miller, further data? To your knowledge, has further
data, new data been coming in on a daily basis?

Mr. MILLER. I understand that there still has been some data
being passed.

Chairman MANZULLO. Stay there, please, if you could. Mr. Mer-
rill, the application is still pending, you have heard. Do you believe
you have an obligation to dispose of a pending application?

Mr. MERRILL. I believe that I do and I believe I got back to the
applicant or we got back to the applicant as soon as we had de-
cided—

Chairman MANZULLO. That is not the answer. The applicant has
not withdrawn that.

Mr. MERRILL. But we have disposed of it in terms of the practical
sense of it by saying to the applicant that we are not going forward
with this and we did this back in February and that is where it
was left. We were very clear with them. That is what we said. They
asked for a decision in a week and did not get a decision that they
liked, but they got a decision.
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Chairman MANZULLO. It is obvious with all this interest by Mem-
bers of Congress. You have three.

Mr. MERRILL. Three sides?

Chairman MANZULLO. No. No. No. You have people from Idaho
and people from other States and people like me who are interested
in keeping manufacturing here. I think there are probably two
sides to this issue.

Mr. MERRILL. Reduced to two sides.

Chairman MANZULLO. Did you confer with any of the directors in
this case?

Mr. MERRILL. We have talked a little bit about it.

Chairman MANZULLO. Just in the last couple of days.

Mr. MERRILL. We are unable to talk about any case with three
people together. It is illegal under the Sunshine Act. We do not
confer in advance of cases. And as a practical matter, I find—I
don’t know whether it is a legal question, but I find and our direc-
tors find I believe that we each take our own briefings so that we
are not impinging on the Sunshine Act or putting Democrats
versus Republicans if somebody is left out. So essentially, each di-
rector does their own work.

Chairman MANZULLO. Now is it asking, would it violate the
Charter or the intent of Congress—I had a little bit to do with the
Charter, would you agree? You guys were in bad shape several
years ago and I had to jump in. Remember that?

Mr. MERRILL. You are a big supporter of the Bank.

Chairman MANZULLO. Maybe I have some credibility and let us
talkhab)out congressional intent. Don’t you think I have something
in this?

Mr. MERRILL. You have a sense of credibility. And other Con-
gressmen and Senators also have credibility.

Chairman MANZULLO. My question is does your Charter say, or
your by-laws, that only you can bring a matter before the board for
a vote? Yes or no?

Mr. MERRILL. I can’t answer yes or no, because I don’t know
what the by-laws say. I just don’t know.

Mr. MILLER. I don’t know the answer to that.

Chairman MANZULLO. General counsel, do you want to have a
seat up here and answer that question? This thing is coming up for
reauthorization.

Mr. MERRILL. I can tell you what I think is right.

Chairman MANZULLO. What you are doing is wrong.

Mr. MERRILL. That may be. Half the time in life, my purpose in
life is to be right 51 percent of the time.

Chairman MANZULLO. Mr. Saba, can you answer my question?

Mr. SABA. The Charter provides that the President of the Bank
is the chief executive officer. Also as Chairman, he presides over
the board meetings. In that context, he sets the agenda just as I
believe you probably set your agenda here for this committee or
other committees. It does not specifically make the statement you
say, but he has those powers historically and that is how it has
been. Before my time and continuing further, he sets the agenda.

Chairman MANZULLO. Don’t you think it is interesting—and how
many directors are there? There are five?

Mr. SABA. Including the chairman, there are five.



34

Cl‘;airman ManzuLLo. All five are presidential appointments, cor-
rect?

Mr. SABA. That is correct.

Chairman MANZULLO. Does one of the five simply say that is it?

Mr. SABA. Not just one of the five. The chairman of the board
who presides over the board.

Chairman MANZULLO. I understand that. I don’t have— people
that work for me aren’t elected by my constituents nor are they ap-
pointed by the President, but they are there for a purpose. And one
of their [Ex-Im Directors] purposes is to pass upon the applications,
and they are being denied the opportunity to do that in this case.

Mr. SABA. I think what the chairman was saying was that at the
time that the applicant requested action, this case was not ready
for action. And at that time, it would have been—in his view, I be-
lieve, he was talking about fulfilling the duties of his office—it
would have been—he would not have been fulfilling his duties to
have brought the case with these serious issues out there.

Chairman MANZULLO. My question to you, do you think that
these issues should be resolved? I mean you have an issue of, what
is that word called—additionality. Can that issue be resolved?

Mr. SABA. I don’t think it is a simple yes-no issue. It has always
been a gray area.

Chairman MANZULLO. I mean how do you go about making con-
clusions and decisions?

Mr. SABA. It is very hard. You have an applicant in this case who
most recently sent a letter saying that they are looking for Ex-Im
Bank financing, in large part, because they don’t want to be overly
dependent on Chinese banks. That is in their most recent letter.
Should the U.S. Ex-Im Bank—

Chairman MANZULLO. They are buying American stuff.

Mr. SaBA. Should the U.S. Ex-Im Bank be financing a Chinese
company when they have alternative Chinese bank financing avail-
able?

Chairman MANZULLO. Based upon that—all I want you to do is
to rule and make a decision so nobody has to bother you anymore.
If you feel that based upon that, they do not fulfill the Ex-Im re-
quirements, then the application should be turned down, isn’t that
correct, if that is your decision?

Mr. SABA. We effectively are acting in response to their request
for action by a certain date. And we told them that that could not
happen. They have now continued to move the goal post and they
have increased their efforts. Additional data has been provided, but
most of the stuff we have just seen frankly, has been, you know,
efforts and lobbying.

Chairman MANZULLO. Just because you guys haven’t made up
your mind. That is because they were led to believe that you guys
had deep-sixed this thing and we are trying to get you to make a
ruling on it.

Mr. MERRILL. They wanted a decision and we gave them a deci-
sion.

Chairman MANZULLO. The Speaker of the House has requested
that you meet and come to vote. Is that asking too much?

Mr. MERRILL. I am going to execute the office. That is my best
ability.
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Chairman MANZULLO. You aren’t doing it. The best of your abil-
ity is insufficient because you have hung them out.

Mr. MERRILL. It means honoring the mandate of Congress that
we do not support anything.

Chairman MANZULLO. Send them a letter and say look it, your
application is denied. Can you do that? Can you send them a letter
and say your application is denied?

Mr. MERRILL. Sure I can.

Chairman MANZULLO. Can you send them a letter?

Mr. MERRILL. I suppose we could send them a letter. Be happy
to do it.

Chairman MANZULLO. Go ahead and do it. And I would be inter-
ested in knowing what the other five members, four members of
your board would be—would have to say about the fact that you
unilaterally turned it down and you didn’t even bring it to them
for a vote and they may have a different conclusion. Perhaps you
have usurped their authority because they were appointed by the
President to at least vote upon something. I don’t think that is
being a good CEO, not in this particular case. It is not like—

Mr. MERRILL. You have Congressmen on both sides of this issue
and Senators on both sides of this issue.

Chairman MANZULLO. I just want you to make a decision.

Mr. MERRILL. We made a decision.

Chairman MANZULLO. Then tell them.

Mr. MERRILL. We told them in the first week in January.

Chairman MANZULLO. I challenge you to put it in writing. Phil,
I am going to tell you right now, if you don’t act on this thing, I
am going to ask for your resignation.

Mr. MERRILL. We will do it.

Chairman MANZULLO. I want this thing disposed of. You can’t
keep people hanging out. Let them go buy from the Japanese.
Make sure you carbon copy the other members of the board.

Mr. MERRILL. In the interest of civility, Mr. Chairman, we told
them that directly and specifically the last week in January.

Chairman MANZULLO. Mr. Saba says the application is still pend-
ing. They are here because they think they have some hope of still
getting the Ex-Im loan.

Mr. SABA. Mr. Chairman, in effect we told them, as Mr. Merrill
said, that this application was not going to move forward.

Chairman MANZULLO. That is not in the letter you sent me.

Mr. SABA. From their own business perspective, it would be bet-
ter than getting this denial letter. If they think they are better off
with a denial letter, the Chairman has indicated he will provide
that.

Chairman MANZULLO. Let me read this letter [from Mr. Merrill]
dated March 21, 2005. “Thank you for your letter of March 17. Ap-
preciate your interest in the SMIC application and the concern that
SMIC receive a timely response. The application relates to large
complex transactions that implicates a number of requirements
under our Charter, including, among other things, an economic im-
pact test and additionality. While our interest at Ex-Im is always
to help U.S. exporters large and small, we must adhere to these ex-
traordinary mandates.”
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Chairman MANZULLO. “The borrower, SMIC, indicated that a de-
cision from Ex-Im in early February will proceed with securing al-
ternative financing. We concluded that the deal as structured was
unlikely to satisfy our charter requirements and obtain board ap-
proval. Consequently, we timely notified both SMIC and one of the
primary exporters the application would not be put on the board
agenda. SMIC and the exporter both stated an intention to pursue
an industrywide solution to address any outstanding concerns re-
lated to our charter requirements. We remain open to considering
such a new proposal if it is presented to Ex-Im.”

Mr. MERRILL. It has not been presented and I sent—

Chairman MANZULLO. That is why I asked the question whether
or not it is still pending. I mean they want to know what is ex-
pected of them.

Mr. MERRILL. You know, Mr. Chairman, I am not a lawyer and
the definition of—

Chairman MANZULLO. Don’t hide behind that. You are a CEO, all
right? And I have seen your background. It is impressive.

Mr. MERRILL. Thank you, Mr. Chairman.

Chairman MERRILL. Well, don’t tell me you don’t know what this
letter means.

Mr. MERRILL. I know exactly what it means. Mr. Chairman, that
letter came, when I was en route, on a Friday on a 22-hour trip,
and had to change planes in Chicago to Japan. I got there over the
weekend. The letter was faxed to me. I cleared it and it got back
to you on Monday. I have served in several administrations, and
I have watched Congressmen, in fact I have watched White Houses
and Presidents send letters to several departments in which I have
served and get answers 3 months later. We turned this around over
a weekend. I thought we were being very responsive and I stand
by every word of that letter.

Chairman MANZULLO. I understand. It says we remain open to
considering such a new proposal if it is presented to Ex-Im. I guess
that answers the question of whether or not it is pending.

Mr. MERRILL. That is right. That is what they said about their
intention.

Chairman MANZULLO. Yeah.

Mr. MERRILL. That is what they said when we told them we
weren’t going to go forward with it.

Chairman MANZULLO. Let me ask you a question. What if I
hosted a meeting to come up with a solution to this? Would you be
open to that?

Mr. MERRILL. If you can get the industrywide consensus that
they—

Chairman MANZULLO. No. What if I hosted a meeting. I would
have you there.

Mr. MERRILL. Mr. Chairman, I don’t make any sense there with-
out reliability of staff. I trust my staff.

Chairman MANZULLO. Well, you know, I think your staff isn’t
telling you some stuff. There is some stuff that came out of this
hearing. No, I understand that. So you don’t want to be—you don’t
think this is important enough to sit down with me, a Member of
Congress, and try to come up with a solution?
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Mr. MERRILL. Well, I don’t know what a solution means. If a so-
lution means—

Chairman MANZULLO. You don’t know what a solution means?

Mr. MERRILL. If a solution means, Mr. Chairman, I am going to
be—whether I am actually under oath or not, I feel that I am
under oath and so I have to tell you what is the truth. It is the
functional equivalent of being under oath. I wasn’t sworn but you
can swear me in. The truth is that we said to the applicant that
the problems of economic impact—

Chairman MANZULLO. No, I understand. Can this thing—I mean,
you know—

Mr. MERRILL. You have got a law. You have got the Congress
mandating in our charter that we cannot impact an exporter, some-
body who has 15,000 jobs at stake and they have a whole set of
papers which—

Chairman MANZULLO. I am going to change the Ex-Im charter
when it comes up for reauthorization to remove the power that you
think you have to be the sole determinant as to whether or not this
thing comes before the board. You will be out by then. You retire
what, in June or July?

Mr. MERRILL. Mr. Chairman, that hasn’t been determined.

Chairman MANZULLO. Well, maybe I can be part of that.

Mr. MERRILL. Perhaps. But if you are not part of it on this side
there will be somebody else on the other side.

Chairman MANZULLO. No, it isn’t. I am just asking you to make
a decision.

Mr. MERRILL. I made a decision. The decision was not one the
applicant liked.

Chairman MANzZULLO. Then what do you need from SMIC here
where it says we remain open to considering such a new proposal?
What do you want from them?

Mr. MERRILL. I want something from SMIC that says that there
is not an economic impact on somebody with 15,000 employees who
is invoking the law against us.

Chairman MANZULLO. All right. So anybody who comes in there
and says this has an economic impact on us, then you are going
to accept their theory of it?

Mr. MERRILL. Not automatically, but we would certainly consider
it.

Chairman MANZULLO. Well, I think you have.

Mr. MERRILL. We have in this case, yes.

Chairman MANZULLO. I think you have, and I think you have
also done a disservice to the United States Congress by not allow-
ing the other members of the Board of Directors duly appointed by
the President to get involved in the decision making process. You
are not a king of this organization.

Mr. MERRILL. Mr. Chairman, I think that I, and my general
counsel—

Chairman MANZULLO. I am just telling you right now.

Mr. MERRILL. I am doing the best job I can.

Chairman MANZULLO. Well, I don’t think it is enough, Phil. I
really don’t. You have been evasive. You have been dodging ques-
tions here. You didn’t know what the word "pending” was. Maybe
you have a problem with your staff. Maybe you have somebody else
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running the organization that is not telling you what is going on.
But this man sitting here in the crossfire of this period of time, I
think you can see what happened to you, right, Michael? Do you
see what happened to you when they said to go file a lawsuit in
China?

Go ahead.

Mr. MERRILL. Mr. Chairman, I am old enough to have served in
enough administrations, I have run enough businesses to know
that when I don’t know something I am infinitely better off to say
I don’t know it. And the technical context of the world “pending”
is not something that I understood any more than this gentleman
over here understood. I do not know that. What I know is that I
conveyed—we conveyed clearly and substantially to the applicant
that we were not going to go forward with this deal because of the
economic impact and additionality issues. We are not supposed to
make loans to somebody because they are 80 basis points less than
another institution.

Chairman MANzZULLO. Well, that is fine. It says that we remain
open to considering such a new proposal if it is presented to Ex-
Im. That is your letter. Did you see this letter?

Mr. MERRILL. Yes, I saw it. I cleared it and it is my signature.

Chairman MANZULLO. It says we remain open to considering
such a new proposal.

Mr. MERRILL. Such a new proposal refers to an industrywide con-
sensus.

Chairman MANzZULLO. That is correct. So what that means is
this. If one person out there objects and there is no consensus, just
like that you turn it down.

Mr. MERRILL. What it means is there is a public hearing process,
Mr. Chairman.

Chairman MANZULLO. I understand that.

Mr. MERRILL. There is a public hearing process. People have the
right to respond to their public hearing process.

Chairman MANZULLO. I am going to be preparing amendments
that I am going to give to Mrs. Kelly to make it as effective as pos-
sible that if two of the five people on the Board of Directors, and
Phil, if you could work on that legislation, call for a vote on a pend-
ing application that they can do that and the application—would
you be in favor of that? That would get you off the hook.

Mr. MERRILL. No, I would not.

Chairman MANZULLO. Why is that?

Mr. MERRILL. Because I think that I am a private businessman,
Mr. Chairman.

Chairman MANZULLO. Not when you work for the government.
Different rules apply here.

Mr. MERRILL. Yes, sir. Representation of the rules but also prac-
tical rules. This Bank is—again, in a spirit of comity and friendli-
ness, this Bank is rather a government agency operated as a bank
or a bank operated as a government agency or a combination of
both. I believe that with the sums of money at stake here that
somebody, whether it is me or somebody else, has to be the chair-
man and chief executive officer. If you want to make a co-chairman
or a co-chief executive officer or multiple chief executive officers, I
cannot stop the Congress from doing that. You asked me whether
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you thought it was wise. I do not think it is wise. I would not be
in favor of it.

Chairman MANZULLO. That means you want to make all the deci-
sions yourself. This is a matter of public record.

Mr. MERRILL. I am required by the mandate of Congress—

Chairman MANZULLO. Well, this would be a new mandate. Could
you live with that?

Mr. MERRILL. Congress can make another mandate.

Chairman MANZULLO. Could you live with that? By the way,
there is no mandate that says at the suggestion of one or two mem-
bers that you can’t go ahead and call a vote.

Mr. MERRILL. There is a mandate that says we must take ac-
count of economic impact.

Chairman MANZULLO. No. I understand that. Do you think that
they are ignoring it?

Mr. MERRILL. Who is they?

Chairman MANZULLO. The directors.

Mr. MERRILL. I think the directors, in the two and a half years
I have been there, the directors have made it clear to me with un-
mistakable force that they want from me or from the staff and me,
when a case is presented to the board, they want all the liabilities
presented. They do not want open questions in it. They expect us
to make a recommendation that says this is in accordance with all
legal charter congressional mandates. And in the instant case I
cannot make that certification.

Chairman MANZULLO. That is called a rubber stamp.

Mr. MERRILL. In the instant case I cannot make that certifi-
cation.

Chairman ManzuLLo. Well, then fine. Then why don’t you tell
them that?

Mr. MERRILL. I did.

Chairman MANZULLO. Tell your board that and then let them
Votg) on it. Has it ever occurred to you that they may disagree with
you?

Mr. MERRILL. As I said—

Chairman MANZULLO. These are presidential appointees who are
appointed to approve loans and disapprove transactions.

Mr. MERRILL. As I said to you before, Mr. Chairman, I will have
to repeat it again, that the board has made it unmistakably clear
to me that they want you to present complete cases.

Chairman MANZULLO. Is that in writing?

Mr. MERRILL. It is a good faith understanding. I commit—we
don’t always make it. I commit in good faith to give them a com-
plete case by the Friday before the Thursday of board meeting,
which is what the applicant understood, and they commit in good
faith to vote on it. If I don’t give them the case by then they say
they have not had enough time to consider it. They do not—some
of them do not like to consider cases that are not complete. Some
of them do not—some of them want to ask questions in advance.
Each director plays his own role.

Chairman MANZULLO. You have had occasions, have you not—

Mr. MERRILL. Pardon?

Chairman MANZULLO. You have had occasions, have you not,
when you brought a matter before the board and the board looks
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at it and they say, you know, we need some further study on this
and send it back for further study? You have done that?

Mr. MERRILL. I don’t think so.

Chairman MANZULLO. Yes, you have. I have called you.

Mr. MERRILL. Not on actual cases where an applicant has re-
quested a decision. There have been some policy issues where that
has—

Chairman MANZULLO. No. Where you bring a matter up and then
perhaps in the meeting with the directors something comes up and
you say, you know, let’s ice this thing for 30 or 60 days. That has
happened?

Mr. MERRILL. That has happened with regard to certain kinds of
policies, like whether you are open in a country or not or whether
you change the rating of a country or risk rating or so forth.

Chairman MANZzZULLO. It has also happened with regard to cer-
tain applicants where it is come up before the board.

Mr. MERRILL. I can only tell you what I think is the truth. I will
stand corrected if I am wrong. But in the nearly two and a half
years that I have been there I believe that there has been no case,
meaning a money case, that is a $10 million or more case that I
can recall where the board has said send this back for further
study. There are several cases where the board, or several in-
stances where the board objected when they saw the case before
the board meeting, before the board meeting, and said that there
were issues in this case which were unresolved and they didn’t
want to vote on it until the issues were resolved by the manage-
ment.

Chairman MANzZULLO. Has the board ever disagreed with your
recommendation?

Mr. MERRILL. Yes.

Chairman MANZULLO. Have you ever gone before the board and
you took the advice of the board?

Mr. MERRILL. We had a vote. That is why they are there, to vote.

Chairman MANZULLO. Has it ever fallen upon you to present this
before the board and let them vote on it?

Mr. MERRILL. The answer I come back to you again is the
board—

Chairman MANZULLO. Yes or no. I mean, get this monkey off
your back. Present it to them. Let them vote on it.

Mr. MERRILL. Mr. Chairman, I don’t know how many times I can
go back to the same point.

Chairman MANzZULLO. Well, you don’t have to because you are
not making the point. The point is this. You go before them with
the recommendation that it pass and then you will follow their will.
Is that correct?

Mr. MERRILL. No. Sometimes I have gone before them and they
have voted the other way.

Chairman MANZzZULLO. No. Have you ever gone before them with
a recommendation that the application not be granted?

Mr. MERRILL. That the application not be granted?

Chairman MANZULLO. Right.

Mr. MERRILL. For reasons of illegality or violation of the charter,
no.
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Chairman MANzZULLO. That still doesn’t answer my question.
Have you ever gone before your board with an application and say
look, this thing is here, we need to dispose of it, I personally think
it has a lot of problems but I will leave it up to you because I know
you have an opinion on it?

Mr. MERRILL. Well, we do that every week.

C‘?airman ManzuLLo. Well, then why didn’t you do it with this
one’

Mr. MERRILL. Because what the board asks of me and which I
am obligated to provide is a complete case statement.

Chairman MANzULLO. Yeah. You are saying that the violation is
illegal--the application is a violation of the charter or it is illegal.

Mr. MERRILL. We have a mandate from Congress that—

Chairman MANZULLO. But you are the one that makes the deci-
sion. Do you understand what I am trying to get at? Do you under-
stand that I don’t have—I don’t think that one person should sit
in that organization and make the decisions.

Mr. MERRILL. In every company, Mr. Chairman—

Chairman MANZULLO. No. This is not a bank. You can go work
for a bank if you want. You have done that before.

Mr. MERRILL. It is a bank.

Chairman MANZULLO. You are accountable to Congress and you
are accountable to the people. So other people have to weigh in on
these decisions.

Mr. MERRILL. Congress has mandated that we consider—

Chairman MANZULLO. I understand that. I have not disagreed
with you on that. I have never disagreed with you on that.

Mr. MERRILL. Mr. Chairman.

Chairman MANZULLO. But you are not acting—

Mr. MERRILL. You are extremely articulate.

Chairman MANZULLO. I am not extremely articulate. Phil, I am
going to recommend the President not reappoint you, okay? And
maybe he ought to clean house too with the staff.

4 Mr. MERRILL. Mr. Chairman, I am doing the best job that I can
0.

Chairman MANZULLO. Well, you know, you have got this Member
here who has been a big—I have carried your flag for years, Phil.
You know that.

Mr. MERRILL. I know that.

Chairman MANZULLO. When people were stomping on Ex-Im
Bank, who was out there trying to save the Ex-Im Bank?

Mr. MERRILL. Mr. Chairman, I am very aware of your support of
the Ex-Im Bank and I am very grateful for it, as I said in my state-
ment, as I say again.

Chairman MANZULLO. Well, you are not willing to sit down with
the principals and me to try to come up to try to resolve this thing.

Mr. MERRILL. It is not up to me to resolve a private—

Chairman MANZULLO. Yes, it is.

Mr. MERRILL. No, it is not.

Chairman MANZULLO. It is up to you to resolve it.

Mr. MERRILL. It is up to the applicant to resolve it.

Chairman MANZULLO. Oh, the applicant. You can’t sit there with
the parties and say look, you guys, we only have $770 million at
stake, let’s try to figure out and get this thing done? Bring the
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principals together? Is that legal to do that, Mr. Saba? Is that
legal? Could he do that, as long as you don’t have or have the other
board members there, whatever your rules are. Could he do that?

Mr. SABA. You know, we are not doing anything to violate the
antitrust law. From a board and a bank perspective, that would not
be the case.

Chairman MANZULLO. Of course it is not. There is no problem
there. You are trying to resolve this thing.

Mr. SABA. It depends what the resolution is. Clearly, if they are
carving up the market, no, then we couldn’t do that.

Chairman MANZULLO. Well—

Mr. SABA. It was the applicant and the main exporter that said
that they were going to go back and provide this industry solution.
They have not come back to us on that front since they have said
that.

Chairman MANZULLO. I think the fact that—have the applicants
given you more data since you had that conversation with them?

Mr. SABA. At this hearing was the first that I have heard that
there have been—I know there have probably been ongoing discus-
sions with the loan officers. I have not seen submissions of addi-
tional data. This is the first that I have heard of, you know, any
additional data potentially being provided. The first we have heard
from the applicant was basically the letter that was presented after
this hearing was set up.

Ms. HADFIELD. Mr. Chairman, may I just interject that initially
when an economic impact analysis was done by the Bank we heard,
through the grapevine, through the economic staff at the Bank,
that it was positive and that until the objections were raised by one
single company this loan was going to go through, this loan guar-
antee. I want to understand—and then once those objections were
raised the loan was scaled back to address these objections and
there is no competitive impact now, with respect to the equipment
that will be shipped to China, which will be used for two fabs that
are not involved in any D-RAM-related products, and I don’t under-
stand how the economic impact analysis could be negative.

Chairman MANzZULLO. Well, SMIC, they made concessions, isn’t
that correct?

Ms. HADFIELD. That is correct. So it has been scaled back signifi-
cantly—

Chairman MANZULLO. Since the first of the year.

Ms. HADFIELD. Already to address any potential—

hChairman ManzuLLo. We all seem to know about it here but
this—

Ms. HADFIELD. So it is not like the applicant hasn’t done any-
thing to address this issue, and I am kind of surprised that now
I am hearing that the economic impact is definitely going to be neg-
ative. I don’t quite understand that.

Mr. SaBA. If T could address—we are going to set the record
straight. The process to scale this back in order to save this trans-
action by just doing the two fabs where there wasn’t going to be
D-RAM production was one that I made, and it was discussed with
the senior management in an attempt to see if we could move this
forward. We have tried to put out solutions to this and there have
been, and there are still significant issues, questions raised about
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economic impact. They deal with issues, as the chairman has said
before, relating to oversupply even in logic, competition in logic, the
enforceability of covenants, the ability to convert these fabs from
logic to D-RAM production. They all remained open at the time
that we were asked to provide a decision. I don’t know why there
is some sense here, that getting a “no” makes this company better
off. Usually you ask about our experience with coming with denials
to the board. Applicants don’t want us to do that. They may say
they want a quick response, but they then—if that response is
going to be negative, they work with the Bank to seek resolution.
And that is what we did here, until they determined that they said
they had no more time.

Chairman MANzULLO. Well, SMIC is still offering to make con-
cessions. I mean, I need to get this kicked up to the highest level.
I mean—

Mr. MERRILL. It got kicked up to the highest level. You are not
the only one who wanted it to get kicked up to the highest level.

Chairman MANZULLO. No, I mean to your level.

Mr. MERRILL. It did get kicked up to my level.

Chairman MANZULLO. No, they are still making concessions. Are
you aware of the concessions they have been making over the past
couple of months?

Mr. MERRILL. I am not aware of anything from them.

Chairman MANZULLO. I guess that is the point.

Mr. MERRILL. Until the letter was received a couple of days ago,
when this hearing—I mean in the last 2 days before this hearing.

Chairman MANZULLO. Mr. Saba, you came up with a proffered
solution, is that correct?

Mr. SABA. I don’t know if it is a unique solution, but I was the
one that pushed that through with staff and discussions and then
staff discussions with SMIC as a potential way to transact—

Chairman MANZULLO. When did that discussion come up?

Mr. SABA. I believe that was in probably early January.

Chairman MANZULLO. Okay. First of all, I commend you for try-
ing to come up with a solution on this because that shows a lot of
good faith.

Mr. SABA. And we discussed that solution with the Chairman be-
fore it was put forward. It was done with his blessing.

Mr. MERRILL. We thought that would be helpful. We have tried.
We have tried again and again.

Chairman MANzZULLO. Well, where is—what is the status now? I
mean is the objector just saying that is it, he is not interested?

Mr. SABA. I don’t know the status because it was both the appli-
cant and the main exporter that asked to go back and they felt fair-
ly confident that they could achieve this industrywide solution. Ob-
viously, as you have indicated, they have not been able to do that,
and that is why we have seen this stepped up effort to pressure the
Bank into doing this transaction.

Chairman MANZULLO. I am pressuring you to make a decision.

Mr. MERRILL. We made a decision.

Chairman MANZULLO. I don’t have a dog to hunt in this thing.
The other people do.

Mr. MERRILL. Mr. Chairman, you keep wanting a direct answer
and I keep trying to give it to you. We have made a decision. We
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are not taking this case forward to the board. Now, that decision
was not the decision they wanted to hear.

Chairman MANZULLO. Don’t use the word “we,” use the word “1.”

Mr. MERRILL. I said "we.”

Chairman MANZULLO. No, “you” made the decision.

Mr. MERRILL. Mr. Chairman, I believe the decision was made by
senior management collectively. Was it cleared by me? And do I ap-
prove of it? Am I the place where the buck stops? Yes.

Chairman MANZULLO. It has got to start there first.

Mr. MERRILL. The buck comes up. It does not go down. The appli-
cant didn’t like the decision that they got.

Chairman MANZULLO. They didn’t get a decision.

Mr. MERRILL. They got a decision. They have one right now. If
you have two co-chief executive officers or three co-chief executive
officers I can’t—maybe the decision would be different.

Chairman MANZULLO. No. You made the decision yourself.

Mr. MERRILL. Yes.

Chairman MANZULLO. And?

. Mr. MERRILL. I approved the decision, and I take responsibility
or it.

Chairman MANZULLO. And you let your staff come to you with
suggestions and you followed those. But you never presented this
before the entire board, to give any of these marvelous public serv-
ants also appointed by the President, to get their view.

Mr. MERRILL. It has been my experience, as I have said before,
that the board wants me to present those cases—

Chairman MANZULLO. You have said that over and over again.
You have said that over and over again. And I just don’t think this
is going to get anywhere, except I do know this. There is going to
be some very substantial changes if I have anything to do with it
with the governance of Ex-Im. You must be more accountable to
the applicants than you are now. And you aren’t.

I have no further questions. You know, in 7 days, you know what
I want, Mr. Miller?

Mr. MILLER. Yes.

Chairman MANZULLO. I want you to prepare—it doesn’t have to
be in final form, but close to final form and get it to Mr. Eskeland.
This is on the dealer finance. It would be an application form, if
there is a separate application form, plus the guidelines of how
people fit into it and how to implement it. This is something per-
haps you were going to prepare for your—when is your expo com-
ing up?

Mr. MILLER. Next Thursday Mr. Chairman.

Chairman MANZULLO. Next Thursday.

Mr. MILLER. Yeah.

Chairman MANZULLO. So you need it before then. Thursday is—
yeah, you are going to roll it out.

Mr. MERRILL. We have already rolled it out.

Chairman MANZULLO. No, you haven’t. You can’t roll it out un-
less somebody takes advantage of it, and not one person has signed
up for it. But I want you to meet with Mr. Eskeland and bring that
in. I presume that is what you would be giving to the people at
your show, is that correct?

Mr. MILLER. Yes, Mr. Chairman.
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Chairman MaNzULLO. Mr. Miller, do you expect this to be a
lengthy set of guidelines? Is it a couple of pages or can you give
us a thumbnail sketch? It is not regulations. I mean we are not in
the area there.

Mr. MILLER. Mr. Chairman, as in all our products when we try
to roll them out we try to make it as simplified a process as pos-
sible. We will try to do it in as minimum amount of effort to make
it clear and understandable especially for small businesses.

Chairman MANZULLO. Okay. And then they would be using
standardized forms that are already in existence?

Mr. MILLER. Yes.

Chairman MANZULLO. Okay. These would be the guidelines and
how they fit into that.

Mr. MILLER. Mr. Chairman, there is a new insurance policy that
was geared to incorporate the changes that we made for this par-
ticular program.

Chairman MaNzuLLO. Okay. And then I want a date on fast
track. I am not going to wait 2 years. I have had all kinds of prom-
ises. It is up to you to come up with a product. When is that going
to be done?

Mr. MERRILL. It is a question of what the reactions of the banks
are to this third round. The third round, we have—they are our
customers. There are 14,000 banks in the United States. About 175
of them do trade finance. We try—some expertise in trade finance.

Chairman MANZULLO. Go ahead.

Mr. MERRILL. Mr. Miller and other members of our staff have
made three rounds with these banks and they all had problems.
We have had to come back through the—just to meet our cus-
tomer’s requests. But no deal has been stopped.

Chairman MANZULLO. I just don’t—

Mr. MERRILL. So we will get it done as soon as I can get the
banks, as soon as we can get the banks to agree to a statement
that is common to all of them, which was the purpose of having the
fast track.

Chairman MANZULLO. We had—

Mr. MERRILL. It is not fast track if you have 175 banks each with
a different set of criteria.

Chairman MANZULLO. I have got some interesting—

Mr. MERRILL. It is a little bit like herding cats. We think we
have got it done. I thought we had it done 6 months ago. I am
equally frustrated.

Chairman MANZzZULLO. What can I do to get this thing done?
What can I do to help you?

Mr. MERRILL. Say it again, sir.

Chairman MANZULLO. What can I do to help you to get this fast
track done? What if I convene a meeting of the principals?

Mr. MERRILL. I am just as frustrated as you are, Mr. Chairman.

Chairman MANZULLO. No, you aren’t. The people that get turned
down by you come to me and the CEO doesn’t wait 2 years to get
a project done.

Mr. MERRILL. Mr. Chairman, when our senior executives went
around to talk to these banks they complained to us about the dif-
ferences between asset-based lending and commercial lending, dif-
ferent standards. They didn’t like the form. It didn’t fit each indi-
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vidual bank’s standards. We have done this three times. It is
herding cats. I think we have got it done right this time, but I don’t
know. I have to rely on both counsel and our staff who is in contact
with these banks. We want a form that makes it easier for them.
If each bank has a separate standard, then it is not fast track any-
more. You can call it fast track but it wouldn’t be fast track.

Chairman MANZULLO. I understand that. You know, this is a

mandate of Congress. This is something that we want done and we
can’t accept the fact that 2 years have come and passed. I mean,
you know, this is the testimony, your testimony, May 6 of 2004, be-
fore the Subcommittee on Domestic International Monetary Policy,
on which I sit. This is a transcript, May 6 of 2004, your testimony
before the Subcommittee on Domestic and International Monetary
Policy on the Financial Services Committee, and I sit on that Sub-
committee. “And the commitments, we are focusing on three key
priorities, putting customers first, improving cycle time, and ex-
panding support for knowledge-based and services exports. And
putting customers first, we are implementing the three guiding
principles President Bush has set for the government; namely, that
this should be citizen-centered, results-oriented, and market-driv-
en.”
“For Ex-Im Bank putting customers first means ensuring that
every customer receives quick answers and clear responses. We
have assigned relationship managers to assist customers who do a
high volume of business through Ex-Im Bank in order to ensure
consistent processing.”

“And as I discussed below we have made our website easier to
use, with improved access to information, application and con-
tracts. By improving cycle time, Ex-Im bank is particularly focused
on reducing our transaction process cycle time in order to keep—
in order to help our customers offer timely financing to their buy-
ers. As any exporter knows, timeliness can mean everything when
you are competing for international sales. To improve cycle time
Ex-Im Bank has simplified applications for financing products that
most benefit small business exporters. We are also modernizing
other systems and procedures.” And so—that is a year ago.

And so I have offered, as I have offered here with Mr. Vaden, in
fact I just settled a monstrous case in my office, not using my legal
hat, involving probably over a million dollars where the agencies
were going at it with a small business person. And we just sat
down and got the thing resolved. And so I am offering to sit down
with you and a representative from the objecting group and the ap-
plicant to try to resolve this thing amicably. And you are not—are
you willing to participate in something like that?

Mr. MERRILL. Not without counsel, Mr. Chairman.

Chairman MANZULLO. What is that?

Mr. MERRILL. I want counsel with me.

Chairman MANZULLO. That is okay. Would you be willing to par-
ticipate in a meeting like that?

Mr. MERRILL. I want to be clear—

Chairman MANZULLO. I mean, can you give me a yes or no?

Mr. MERRILL. I just don’t know what the answer is. Peter, what
is the answer?
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Mr. SABA. I am sorry. Are we talking about this meeting on the
SMIC transaction?

Chairman MANZULLO. Yeah, very informal. We would have one
representative from SMIC and one from the objectors and then
Peter and then Phil, you.

Mr. MERRILL. Mr. Chairman, why can you not meet with the two
alone? You have a lot more power.

Chairman MANZULLO. Because you made the decision. No, you
have a lot more power than I do. You make the decision. I mean
are you willing to do that?

Mr. MERRILL. Mr. Chairman, something doesn’t add up to me.
There is something there—I am punchy at the moment but some-
thing there does not add up. I have representations from the—a
stack of documents inch inches thick that says we feel there is an
economic impact on this deal and a set of documents, a set of—

Chairman MANZULLO. No, you don’t understand. Maybe that is
the problem, Mr. Merrill. I don’t think you understand. I have of-
fered to sit down with you and Peter and one person from the ob-
jecting group and one from SMIC to see if there can be a resolu-
tion, that these questions can be answered to the satisfaction of Ex-
Im Bank.

Mr. MERRILL. Mr. Chairman, in that—

Chairman MANZULLO. Because I think that is picking up where
Peter left off when he made that suggestion.

Mr. MERRILL. In that context the answer is 100 percent yes. We
would never refuse to meet with a Member of Congress.

Chairman MANZzZULLO. All right. Do you have the calendar? Do
you have my calendar there? Do you know your availability next
week, Phil? Are you going to be in town, do you have any idea? Are
you going to be out of the country? Peter, do you know?

1 Mr. MERRILL. Well, we have the conference Thursday and Fri-
ay.

Chairman MANZULLO. Okay.

Mr. MERRILL. That would be the 7th and 8th.

Chairman MANZULLO. Well, listen.

Mr. MERRILL. It would be inﬁnitely better for me the following
week when I know I am clear. We can probably make time. I am
not sure. I have to check my schedule.

Chairman MANZULLO. Okay. I take your word.

Mr. MERRILL. But I am quite willing to do this.

Chairman MANzULLO. Okay, that is fine. I have no further—
Peter, are you point on this, on setting up the meeting?

Mr. SABA. I have exchanged cards with your staff.

Chairman MANZULLO. Okay.

Mr. MERRILL. We will try and set up a schedule.

Chairman MANZULLO. Okay. Well, listen. This meeting has been
very long. Then, Peter, we are going to meet with Mr. Vaden as
soon as we conclude the hearing. And the hearing is—first of all,
thank you for your patience. Phil, I am glad to see that you are
up and at it after that open heart surgery.

Mr. MERRILL. Thank you.

Chairman MANZULLO. You gave us a scare.

Mr. MERRILL. You don’t have to—I thank you for the comment,
but I am perfectly capable of responding to a strong and committed
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Congressman who is fighting for something he believes in. I have
no problem with this.

Chairman MANZULLO. Appreciate this. This meeting is ad-
journed.

[Whereupon, at 6:45 p.m., the committee was adjourned.]
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Statement of Donald A, Manzulle
Chairman
Committee on Small Business
United States House of Representatives
Washington, BC
April 6, 2005

What Has ExIm Bank Done
For Small Business Lately?

Opening Statement
Good afternoon. Thank you for appearing before the Cominitiee. As
you kiiow, the Export-Import Bank, or ExIm as many people call it, plays a

crucial role in supporting American exports and American jobs. [ was proud

to support ExIm during previous authorization debates. Exim is the primary,
and in many instances, sole source of assistance to small businesses that
must overcome the challenges of globalization in order to survive. Small
businesses often find themselves trying to open new export markets in the
{ace of unfair competition and foreign government subsidies. Foreign
governments pursue aggressive programs to subsidize homegrown
companies, and they play to win.

That is why the ExIm Bank serves such a critical need. ExIm’s
programs for credit insurance, working capital, and loan guarantees to U.S.

exporters play an essential role in maintaining America’s competitive edge.
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Against that background, this Committee has taken note of some
disturbing trends regarding ExIm and its core clients -- American small
businesses. In 2002, as part of ExIm’s reauthorization, Congress imposed
on ExIm a small business set-aside of 20 percent. But ExIm failed to meet
this mandate, achieving 19.7 percent in 2003 and just 16.7 percent in 2004,
Frankly, these numbers are suspect. Moreover, the trend is clearly in the
wrong direction. We know of some worthy efforts to improve and
streamline ExIm’s processes, and to make it more friendly to small business.
But these efforts remain frustrated by bureaucratic inertia and corporate
culture issues within the Bank and adversarial relationships between ExIm
and its customers and partners.

For over two years, the bank’s financial service partners have been
u;ving‘ to work with ExIm on developing a more streamlined application
process for small business exporters. It's called “Fast Track™ and it is used
particularly for medium-term lending (between $10 million and $25
million). This fast-track application has strong support among lenders and

businesses but simply has not been finished. That is inexcusable.
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Other small business initiatives also have fallen by the wayside. For
example, there is a Dealer/Distributor Financing program, which could be a
boon to small U.S. manufacturers by helping them set up distribution
networks in foreign countries, a vital requirement in getting a foothold in a
foreign market. To date, there have been no implementation guidelines for
this program, and ExIm’s small business customers continue to wait.

In the meantime, while small businesses idle, international
competition races forward. During 2002 reauthorization, Exlim emphasized
that “the mandate of the Export-Import Bank is to sustain jobs here in the
United States by helping to finance U.S. exports that would not take place
without us.” ExIm also said: “Our motto is jobs through exports; and our
mantra, ofco‘urse, is jobs, jobs, jobs.”

We know that China poses an historic challenge to the United States
in terms of trade. Recent statistics show that the U.S. is running the largest
trade deficit on earth with China. Last year, U.S. imports from China were
$196.7 billion (an increase of 29%), and exceeded our exports to China by

five times. Solving this trade deficit is of overriding significance.
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Today we are going to hear from two witnesses who will describe
their difficulties with ExIm in the China trade context. The first witness is
Mike Vaden, the CEO of a small North Carolina firm, Rutland Plastic
Technologies, Inc., a company from Congresswoman Sue Myrick’s district.

The second witness is Victoria Hadfield of the trade association
SEMI, which represents many semiconductor equipment manufacturers. As
with many export-oriented industries, American semiconductor equipment
makers are leading the world in terms of innovation. exports, and additional
export potential. But without ExIm financing, many global customers turn
to non-U.S. suppliers subsidized by their own governments. For example,

~

the Japanese court {oreign buyers openly with attractive loan subsidies, and

the Chinese subsidize in a wide variety of ways, directly and indirectly.
Then add to this the many other cost advantages of producing in China. Itis

certain that American equipmernt makers cannot begin to compete without

the leveling provided by ExIm.
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One such situation is of particular concern to this Committee. An
application to support hundreds of millions of dollars in sales of American
semiconductor equipment to a company in China has been indefinitely
tabled by the ExIm Board. More than 50 Members of the Senate and House,
including the Speaker, and three Governors have written to ExIm with
concerns over ExIm’s handling of this application and, particularly, ExIm’s
refusal to give it a vote. Both law and equity entitle the applicant 1o a vote
on its application. Why ExIm refuses to vote is baffling and inexcusable,
particularly when so many American jobs are at stake.

ExIm is a critical tool in maintaining American innovation and export-
readiness. We think that it is imperative that changes be made — and
quickly. We urge ExIm to consider the following key reforms:

o Timely roll out of such programs as Fast Track & Dealer Financing.

o An effective small business advocacy office modeled after the one at

the Overseas Private Investment Corporation.

o New initiatives to get more banks to offer export financing.

Create and manage an organization-wide small business plan.

o Transparent problem-solving, and ExIm processes and procedures that
are pragmatic, timely and squarely address challenges faced by
American exporters and those who wish to purchase from American
companies.

o Board procedures that take applications to a vote and which provide
applicants with a transparent and open process.

O

Thank you.

I now recognize the Ranking Democratic Member from New York,
Representative Velazquez for her opening statement.
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STATEMENT
of the
Honorable Nydia M. Velazquez, Ranking Member
House Committee on Small Business
The Hearing on “What Has EX-IM Done for Small Business Lately?”
April 6, 2005

Thank you Mr. Chairman.

In today’s fast-paced world, it is more important now than ever for small businesses to
remain competitive and strong. The global market has grown significantly over the past
few years, and small businesses are continuing to increase their presence.

Much of this country’s success in the world market depends on the capability of small
businesses to participate. Today 97 percent of exporters are small firms, and make up
over 50 percent of our nation’s GDP. Yet only 28 percent of small firms are responsible
for the total value of U.S. exports. Clearly the numbers aren’t matching up here and this
is why it is so important that small businesses are able to compete with their larger
counterparts.

One key mechanism in ensuring that they have this ability is through the Export-Import
Bank. This is the agency stamped with the job of providing loan guarantees and
insurance to commercial banks to make trade credits available to U.S. exporters.

What we are going to examine today is just how this agency is helping our nation’s 23
million small businesses. One of their congressional mandates is to expand the number
of U.S. small firms that utilize the bank’s programs. However, it is questionable as to
just how successful Export-Import Bank has been at assisting small businesses in the
global market.

While a significant portion of the bank’s funding goes toward larger businesses — very
little is going to small firms. Currently, it is required that 20 percent of the total value of
Export-Import funds goes to small businesses. But in FY 2004 only 16.9 percent went to
small companies ~ a decline from the 19.8 percent that Export-Import did with small
business in FY 2003.
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Considering the fact that women-owned businesses have grown at twice the rate of other
businesses since 1997, and the number of Hispanic-owned businesses is expected to
nearly double in 3 years the bank was directed in the 107" Congress to serve these
growing sectors. Sadly, the bank’s actions since then have not matched their
commitment.

In FY 2003, minority and women-owned businesses accounted for only 6.54 percent of
Export-Import Bank’s small business support. These low levels of assistance to small
business are just not right.

What is especially sad is that Export- Import has still not fully implemented its small
business automation process — which would make it easier for small businesses to access
the bank. This does not sound like an agency that is truly committed to helping our
nation’s small businesses. If it was then it would follow through on its promises, and
achieve its small business goals.

To be fair, it is hard to expect Export-Import Bank to live up to all of these commitments
with a restricted budget. Over the past few years, their budget request under the Bush
administration has seen significant cuts. How can we expect this agency to provide
opportunities for our small businesses if they do not have adequate resources themselves.

As an agency designed to help small businesses achieve this, Export-Import must remain
a viable source of capital, and live up to its small business commitments. What is on the
line here is the stability of the U.S. economy. In order for small businesses to be able to
successfully compete in the global market and to spur domestic growth — we need to
make sure they have the opportunity to successfully compete.

| want to thank Chairman Merrill for coming to testify today. I know that some of the
questions may be difficult but I hope you will do your best to answer them so that we can
work together to better help our nation’s small businesses.
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Congressman C.L. “Butch” Otter
Statement: Ex Im Bank
Small Business Committee

April 6, 2005

| want to publicly thank Chairman Manzuilo for allowing me the privilege of
attending this hearing today.

| have made the effort to be here today because as many of you know, the U.S.
Export-Import Bank had been considering a loan guarantee for the purpose of
selling advanced semiconductor manufacturing equipment to Semiconductor
Manufacturing International Corporation, or SMIC. SMIC is a Chinese based
contract manufacturer and one of the fasted growing semiconductor companies

in the world.

My primary concern with this transaction is that while it is for LOGIC
manufacturing equipment, SMIC can easily convert this equipment to produce
DRAM, or Dynamic Random Access Memory. In fact, the company even
commented in a recent business prospectus that they would use excess
manufacturing capacity to build DRAM for sale in the spot market. This causes
me great concern and sets up SMIC as a competitor to the last US based
manufacturer of DRAM in the world, Micron Technology.

Micron is the largest employer in my state of Idaho, and they have manufacturing
facilities in Virginia and Utah along with international sites. As an advocate of the
free market | am certainly in favor of competition. However, that competition

must be fair competition as the only guarantee of a free market is a fair market.

Simply put, if the Ex-Im Bank guaranteed this loan, | feel that they would be
spending our tax dollars to increase exports in the near term, but helping foster
the migration of high end manufacturing jobs overseas to help a Chinese

Corporation. | am appalied that anyone who has concerns about outsourcing
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American jobs could support this loan guarantee. It is clear that the Ex Im Bank
is doing the right thing by protecting American jobs.

The Export-Import Bank Reauthorization Act requires the bank to thoroughly
study the impact each bank transaction may have on American jobs. Although
the bank has not made their market studies available for review, even to
Congress, | have been personally assured by those at the Ex-Im bank that a
factor in the decision to withdraw this loan guarantee was the adverse economic

impact these loans will have in Idaho.

In conclusion, it is not in the best interest of the United States Government to set
a policy making it financially advantageous to invest in manufacturing outside of

the US. Especially, at the expense of American companies and jobs.
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Statement for the Record

Hon. Michael K. Simpson and Hon. Butch Otter
OF IDAHO

April 6, 2005

We would like to thank Chairman Manzullo and members of the House Small Business
Committee for allowing us the opportunity to go on record in regard to today’s hearing.
We are interested in today’s hearing because as many of you know, the U.S. Export-
Import Bank has been considering a loan guarantee to support exporting advanced
semiconductor manufacturing equipment to Semiconductor Manufacturing International
Corporation, or SMIC. SMIC is a Chinese based contract manufacturer and one of the
world’s fastest growing semiconductor companies.

Our primary concern with this proposed transaction is that while it is for LOGIC
manufacturing equipment, SMIC could easily convert this equipment to produce DRAM,
or Dynamic Random Access Memory. In fact, the company even commented in a recent
business prospectus that it would use excess manufacturing capacity to build DRAM for
sale in the spot market. This causes us great concern because it sets SMIC up as a
competitor to the last US-based DRAM manufacturer in the world, Micron Technology,
Inc.

Micron is the largest employer in our state of Idaho, and they have manufacturing
facilities in Virginia, Utah and around the globe. As advocates of the free market, we are
certainly in favor of competition. However, that competition must be fair competition as
the only guarantee of a free market is a fair market. We must also examine whether or
not it’s in the best interest of the United States government to create policy that makes it
financially advantageous to invest in manufacturing outside of the U.S.

A proposal like this one that would provide for a financial incentive to build up China’s
semiconductor manufacturing capacity using a U.S. government resources sounds like
bad policy for Congress to support. While we appreciate the goal of fostering small
businesses in the U.S. by helping increase exports, such a policy cannot be pursued in a
vacuum. We must also consider the effect that such investments may have on competing
industries in the United States, which is exactly why the Ex-Im Charter requires an
Economic Impact Analysis.

If the private capital markets believe that two or three new semiconductor manufacturing
facilities should be built, then SMIC should have no problem putting together financing
from the private capital markets. The fact that SMIC is seeking this guarantee tells us
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that either the capital markets do not support the idea OR that SMIC is trying to take
advantage of better or more competitive terms based on the US guarantee. To us, this
appears only to benefit SMIC’s shareholders, and it is clearly an unwise use of American
taxpayer dollars.

In fact, U.S. semiconductor equipment manufacturers have already been quite successful
selling into the Chinese market and even to SMIC. SMIC purchased equipment for its
first four manufacturing facilities from Applied Materials and KLA Tencor without an
Ex-Im guarantee. It would be short sighted policy to have a one-shot boost in exports to
China by providing this loan guarantee.

The semiconductor industry is already prone to oversupply. This situation will continue
as long as governments, and not free capital markets, decide where investments should be
made. Capital investment decisions are best left to the private capital markets, and not
governments.

If the Ex-Im Bank guaranteed this loan, we feel that they would be spending our tax
dollars to increase exports in the near term, but helping foster the migration of high end
manufacturing jobs overseas to help a Chinese-based corporation. We wonder how
anyone who has concerns about outsourcing American jobs could support this loan
guarantee.

The Export-Import Bank Reauthorization Act requires the bank to thoroughly study the
impact each bank transaction may have on American jobs. While the bank has not made
their market studies available for review, even to Congress, we have been personally
assured by those at the Ex-Im bank that a factor in the decision making to withdraw this
ioan guarantee was the adverse economic impact these loans will have on other US based
industries and on Idaho.

We believe that the Ex-Im Bank has made the right choice in not pursuing this loan.

Sincerely,

Mike Simpson Butch Otter
Member of Congress Member of Congress
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STATEMENT OF
PHILIP MERRILL
EXPORT-IMPORT BANK OF THE UNITED STATES
BEFORE THE
COMMITTEE ON SMALL BUSINESS
UNITED STATES HOUSE OF REPRESENTATIVES

April 6, 2005

Chairman Manzullo, Representative Velasquez, and Members of the Committee,

The Export-Import Bank of the United States (Ex-Im Bank or the Bank) is committed
to assisting small business exporters. This is a role the Bank assumed years ago, and one
I have supported throughout my tenure as Chairman. I want to offer you my assurances
that I will continue to guide the Bank in making all efforts to increase its support for
small business exporters.

I want to begin by thanking this Committee for its key role in supporting small
businesses, and for offering valuable advice to Ex-Im Bank. I have spoken with you,
Chairman Manzullo, several times about the Bank and its role in helping small business,
and I have always found your advice useful. And I want to take this opportunity to thank
you for your support of Ex-Im Bank and its mission.

As stated in your letter of invitation to testify, I would like to take the opportunity to
explain how the Bank, directly and indirectly, supports small businesses. By “direct
support”, we mean transactions in which the exporter of record is a small business.
“Indirect support” means those small businesses which benefit by participating as
suppliers, sub-suppliers or in similar capacities in larger deals.

1 am happy to report that the direct support of the Export-Import Bank for small
businesses has increased in each of the last two fiscal years. Specifically, it stood at
$1.78 billion in FY 2002, $2.08 billion in FY 2003, and reached $2.26 billion last year,
FY 2004. This is a 27% increase over two years. This increased funding has also been
matched by an increase in the actual number of small business deals. We closed 2,154
small business transactions in FY 2002, 2,258 in FY 2003 and finally 2,572 in FY 2004,
This is a 19% increase over two years.

There are, of course, many reasons for such an increase. Generally speaking, the
international market has improved for U.S. exports, and these figures are in part a
reflection of this progress. But I am confident that the increase in small business activity



61

is largely the result of the efforts of our staff to constantly expand our contacts with the
small business community and to do our best in assuring that our programs meet their
needs. While Ex-Im Bank is primarily demand driven and in the final analysis only has
the ability to do those transactions that are brought to us, we are well aware that we
cannot just sit back and depend upon market expansion and hope transactions will come
to us. We realize that small businesses face special challenges and risks in the
international marketplace. We know that we have to be proactive and reach out to the
small business community and make it aware of what we have to offer.

I am proud to say that these current figures represent the highest levels of small
business exports since I have been at the Bank. And during my tenure, over 80% of the
Bank’s transactions have directly benefitted small businesses. For 2004, of the 3,107
transactions the Bank completed, 2,572, or 82.8 %, directly benefitted small businesses.

Regarding our indirect support for small business, Ex-Im Bank estimates the total
value of authorizations that are attributable to small business suppliers for our larger
deals. It is calculated at the time of authorization of each long-term transaction, that is,
transactions either of $10 million or more in an amount or with a repayment term in
excess of seven years. In 2004, Ex-Im Bank provided financing which totaled $7.3
billion for long-term transactions, of which we estimate approximately $800 million
supported indirect small business.

Now I want to address another aspect of our small business data which was
mentioned in the letter of invitation. Our charter provides that we make available a
percentage of our overall authorization for the benefit of small business. In our last
reauthorization in 2002, this was raised from 10% to 20%. While the numbers of
transactions and dollars authorized for small business exporters have steadily increased
during my tenure at Ex-Im Bank, as a share of overall financing the small business
percentage has been variable. In FY 2004 the ratio was 16.9%, compared to 19.8% in FY
2003 and 17.6% in FY 2002.

I want to assure the Committee that we take the 20% very seriously and our
analysis of the numbers shows that we were on track to exceed 20% for small business
but for two large transactions approved by the board late in the fiscal year. While those
two transactions pushed our small business percentage below 20%, they helped to
support jobs in the United States, many of them as indirect small business suppliers.

We worked hard to maximize our support for small business in FY 2004, but we
realize we need to do more in this and future years. Iam doing my best to authorize as
many small business transactions as possible, and I know 1 speak for my colleagues at the
Bank in saying that we are making every effort to do more. Let me address some of
those efforts.
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I would like to lay the foundation for a discussion of future efforts by discussing
what we do now. The key to serving the small business sector is the ability to identify
and educate those exporters that need Ex-Im Bank supported services. In view of the
small size of Ex-Im Bank and our limited staff, the Bank actively cultivates and leverages
private and government sector sources as multipliers in the agency’s business
development activities.

Ex-Im Bank’s most important partners in reaching small business exporters are
financial institutions, brokers, our City/State Partners and the Export Assistance Centers
of the Department of Commerce. Ex-Im Bank has, within its Export Finance Group, a
team dedicated to training its partners in Ex-Im Bank products, capabilities and
processes. This training takes place bi-monthly at our headquarters and repeatedly
throughout the U.S. Small business exporters are also among those who regularly avail
themselves of this training. Staff from Ex-Im Bank’s seven regional locations conducted
over 100 refresher training sessions during FY 2004, largely for banking partners, to keep
our multipliers up-to-date and to address the high personnel turmover experienced in the
financial sector. Our business development personnel also attend selected Trade
Promotion Coordinating Committee (TPCC) sponsored trade shows that provide the
venue for enhanced exporter awareness, allowing efficient exporter interaction with the
opportunity to access hundreds of exporters in a short time. In addition, Ex-Im Bank’s
business development personnel regularly partner with the Department of Commerce
counterparts and the Small Business Administration (SBA), including U.S. Export
Assistance Centers (USEACs), to expand the knowledge of U.S. government programs
within the small business exporting community.

Other partners who assist Ex-Im Bank in reaching small business exporters are
trade associations such as the Small Business Exporters Association, industry
associations such as the Packaging Machinery Manufacturers Institute, chambers of
commerce, World Trade Centers and minority and women-owned business associations.
Ex-Im Bank has a discrete unit within its Domestic Business Development Division that
has specific responsibility for outreach to these two sectors of small business. During FY
2004, 24 presentations specific to minority or women-owned businesses were conducted
throughout the U.S., up from 13 in FY 2003.

One additional partnership, recently expanded, is with the SBA. Through a Co-
Guarantee Program established in FY 2004, SBA’s export working capital program, with
the assistance of Ex-Im Bank, can now seamlessly serve eligible small business exporters
whose needs exceed the SBA’s lending ceiling.

We are striving to do better in all aspects of our small business program. I would
like to highlight some programs in development, or newly established that are focused on
increasing the number of small business exports.
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The Bank’s Business Automation Project, called “Ex-Im On-Line”, is designed to
provide on-line application submission and electronic, automated processing and
servicing for our short and medium-term insurance and guarantee products. We are well
along on this project, which entails the re-engineering of business processes and the
design, development and implementation of a new technology system that will provide
on-line access to the products most frequently utilized by small business exporters. Our
primary focus and first-phase development involves our short-term multibuyer insurance
program. More than ninety percent of the customers of this program are small businesses
that typically cannot access private market insurance

This project and the substantial human and financial capital investment made by
the Bank demonstrate our commitment to small businesses and the lenders that support
them. Our second phase deployment, which is expected to follow shortly after the
completion of the first, will bring our medium-term insurance and guarantee products on
line and further improve service to the many small companies who benefit from these
capital goods financing services.

Another important development was the establishment in mid-2004 of Ex-Im
Bank’s Office of Small Business (OSB). It is the job of this office to advocate for small
business exporters within Ex-Im Bank, working in conjunction with internal business
units. OSB leadership is expected to continually assess programs and services oriented to
small business exporters and make recommendations for improved small business
exporter support to Ex-Im Bank’s management. This office also reaches outside the
Bank to act as a liaison with the small business exporter community to enhance the
Bank’s visibility with those exporters and to make them aware of the Bank’s capabilities.
This function is still new within the Bank, but we fully expect it to assume a key role in
expanding our small business exporter activities.

There are other options we are investigating, including increased use of local
currencies in certain markets and adding national credit unions to our partners group.
And Mr. Chairman, we would welcome any suggestions that you or any Members of the
Committee may have in this regard. We realize that there is no one magic key that opens
all the doors to increased Ex-Im Bank support for small business exporters.

Finally, in your letter of invitation, you asked me to review Ex-Im Bank’s budget
request for FY 2006. The Administration is requesting $186.5 million in program budget
which, when added to carryover funds and cancellations from previous years, would give
us $400.5 million to use as a “loss reserve” to support a projected $13.8 billion in
authorizations for FY 2006. This is more than sufficient to support our projected demand
from small business authorizations.

However, I want to direct your attention to the second line item in our budget ~-
our administrative budget. For FY 2006 the Administration is requesting $73.2 million,
just $600,000 more than this year’s appropriation. It is out of this budget that we fund
the technological improvements and outreach programs that I discussed above.
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Mr. Chairman, we need every dollar of that budget appropriated if we are to continue
making progress toward the small business objectives we all share. I know that some do

not consider it as interesting as the bigger line-items, but it is very important to us and our
small business customers.

Thank you for your support of small business and the Ex-Im Bank. I am ready to
answer any questions you may have.
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U.S. Export-Import Bank and Semiconductor Manufacturing Equipment

‘Written Statement of Victoria D. Hadfield
President, SEMI North America
April 6, 2005

Semiconductor Equipment and Materials International (SEMI) represents nearly
1,000 U.S. companies specializing in the manufacture of capital equipment and materials
for the production of semiconductors. Our members are located in 41 states. We
appreciate the opportunity to highlight the importance of U.S. Export-Import Bank
support for U.S. producers of semiconductor capital equipment and materials. This can
be an important element in helping American companies compete in the global
semiconductor market.

A Diverse Industry Base

In the United States, our industry is composed of an extremely diverse group of
companies, both in size and product. The majority of U.S. companies are small, privately
held firms, which are technology intensive, specializing in the production of a particular
tool or material used in the semiconductor manufacturing process. About 85 percent of
our members are companies with annual sales of less than $25 million. On the other
hand, as our industry has grown and matured, the U.S. capital equipment industry has
also developed a tier of larger, publicly held, semiconductor capital equipment companies
who generally supply complex tools ranging in price from $500,000 to several million
dollars.

The following demonstrates how our industry fits into the electronics ecosystem:
The Electronics Ecosystem

Forecast
2004 ooy

SEMI
membership

$28B = $34B

Source: SEMI, SIA January 2005. Henderson Ventures Januarv 2005
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Export Dependence and Global Competition

Like its customer base (the U.S. semiconductor industry), the U.S. semiconductor
equipment and materials industry is strongly oriented towards exports. Sales to overseas
customers, on average, account for more than 70 percent of annual sales revenues. U.S.
equipment and materials companies are competing head-on with Asian and European
firms for business around the world. Barring U.S. export assistance would not prevent
overseas customers from getting access to this equipment or hinder their competitiveness.
It would only ensure the business goes to overseas firms. The end result would be the
same for overseas customers, but U.S. suppliers would lose out and there would be no
benefit to U.S. semiconductor device manufacturers.

An Essential Technology Infrastructure for U.S. Electronics Leadership

Once an industry that simply created tools according to specifications from our
customers, today our companies’ research and development generates many of the
strategic process advances which increase chip information density, reliability and yields.
Technological advances in our industry and the ability to integrate these advances into a
high volume manufacturing line are now at the heart of the electronics revolution in the
semiconductor industry. In fact, they are also enabling advances in several other strategic
electronics industry segments such as flat panel displays and microelectronic mechanical
systems (MEMs), which employ similar process technology and will have a profound
effect on future U.S. competitiveness in these sectors.

The fast pace of technology in this sector demands that leading equipment
companies spend more than 15 percent of annual revenues on research and development.
Revenues raised from worldwide semiconductor equipment markets are necessary to
conduct this important R&D and to maintain technological leadership.

Asian Markets Crucial to Our Industry

During the 1980s, the U.S. SEM industry faced tremendous competitive pressure
from abroad, particularly from suppliers in Japan and Europe. The recovery of U.S.
competitiveness would not have been possible without access to sales in important new
export markets in South Korea, Singapore and Taiwan.

Asia-Pacific markets account for approximately 70 percent of consumption of
semiconductor equipment and they are leading the growth for the industry. According to
the Worldwide Semiconductor Equipment Market Statistics, global semiconductor
equipment billings in 2004 have increased year-over-year by 168 percent for Taiwan and
by 133 percent for China. For the second year in a row, spending was also very strong in
Korea and Japan. Asia is the driving force behind most new investments in capital
equipment, particularly for 300mm equipment which is the most advanced type
equipment currently available.

China is becoming an increasingly important player in the Asian market for
semiconductor equipment and materials. SEMI reports that the size of the China new
equipment market for 2004 was $2.68 billion. This compares with a total of $1.15 billion
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for 2003, an increase of over 130 percent. In addition, there is an active and considerable
market in China for used equipment, though this market has been challenging to quantify.
Growth estimates for both new and used equipment remain high for China. SEMI
estimates that the China market for new equipment will reach $4.21 billion in 2007.

U.S. producers face strong competition in China. In 2003, U.S. producers sold 54
percent of the wafer fab equipment purchased by China. In 2004, U.S. producers sold 51
percent. U.S. producers’ share of final manufacturing equipment for test and assembly
sales to China was 29 percent in 2003 and 34 percent in 2004.

It is hard to exaggerate the importance of gaining the “tool of record” designation
with a customer. Accordingly, early access to the burgeoning China market is needed to
provide the next opportunity for market leadership for those companies able to establish a
presence as reliable suppliers and build key relationships with leading Chinese customers.
U.S. semiconductor equipment and materials firms' inability to compete in China could
be a major setback for the U.S. industry, undermining their ability to finance R&D
necessary to maintain U.S. technology leadership.

Next Steps: Fulfilling the Mission of the Export Import Bank

The U.S. Export-Import Bank historically has provided beneficial assistance to
the semiconductor equipment and materials industry. Transactions supported in the last
several years include exports to semiconductor manufacturing facilities in Malaysia,
Russia and Singapore.

Exim’s assistance is needed now, more than ever. The cost of a single
semiconductor fabrication facility is on the order of two to three billion dollars and
approximately 80 percent of this cost is for equipment. Export financing is increasingly
important and necessary to help private banks make investments in large purchases of
capital equipment given the huge costs and the long time horizon needed to pay for the
equipment.

Just five months ago, Exim approved a loan guarantee for over $650 million for
Chartered Semiconductor Manufacturing, a semiconductor foundry located in Singapore.
This guarantee supported exports from at least twelve U.S. suppliers and the Export-
Import Bank determined in this case that the transaction would create and sustain high
quality jobs in the United States.

This Chartered deal is quite similar to a deal currently pending before Exim for a
$770 million loan guarantee to Semiconductor Manufacturing International Corporation
(SMIC). SMIC is the leading semiconductor foundry in China. Like the Chartered deal,
these exports to SMIC would provide high-quality jobs for the multiple U.S. companies
involved as well as their many suppliers.

For the time being, this deal has been put on hold due to an objection from one
company claiming potential competition. This objection has already been addressed,
with the deal having been scaled back to ensure that the equipment supported by the loan
guarantee will not be used for products that directly compete with this company.
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We are very concerned that the decision on this loan guarantee application be
Jjudged on the merits of the deal and what is determined in the economic impact analysis.
We urge the Exim Bank to put the SMIC deal on their agenda. In reviewing this and
future applications from the semiconductor equipment and materials industry, the long-
term ramifications for the industry should be taken into account. If the U.S. Export-
Import Bank denies the current application, SMIC could be forced to go to non-U.S.
suppliers whose governments are able to provide a loan guarantee. This could result in
long-term changes to the semiconductor supplier base in foreign markets. Thus, the long-
term health of the U.S. industry could be at stake if U.S. suppliers are not able to compete
with foreign companies in obtaining financing.

The Export-Import Bank’s stated mission is to enable companies to “turn export
opportunities into real sales that help to maintain and create U.S. jobs and contribute to a
stronger national economy.” The Bank can demonstrably achieve that mission by
continuing to offer export assistance to the companies in our industry seeking assistance
in overseas markets.

The U.S. semiconductor equipment and materials industry is a technology-
intensive, high value-added, net-exporting American success story. Continued support
our industry’s exports to leading markets is critical to the economic health and
technological leadership of U.S. semiconductor equipment and materials suppliers and to
the semiconductor infrastructure in the United States.

Thank you.
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Statement of Michael T. Vaden
Chief Executive Officer and President
Rutland Plastic Technologies, Inc.
Pineville, North Carolina
Before the House Committee on Small Business
April 6, 2005

Rutland Plastic Technologies is a leading manufacturer of plastisol compounds
for commercial applications. Founded in 1962 as a family-owned business, Rutland has
grown over the years, and now its 113 employees operate a QS-9000 and ISO 14001
registered 80,000 square-foot manufacturing plant in Pineville, North Carolina, just south
of Charlotte.

Rutland has two primary product lines: industrial plastisols and screen print inks.
Industrial plastisols arc uscd, for example, in automotive parts and as coatings for hand
tools. Screen print inks are exactly that: plastic-based iunks used in screen printing of a
wide variety of textile items. Each business line makes up roughly half of our annual
revenues of approximately $40 million. We are proud of our growth and see a bright
future: our exports grew from under 3% of sales in 1998 to over 25% currently. Rutland
has been recognized for excellence by the Commerce Department and Congresswomen
Sue Myrick when Rutland was presented an Export Achievement Certificale in February
2003.

A key factor in Rutland’s ability to grow our business while textile manufacturing
has migrated from this country has been our ability to grow our exports. A small
privately-held company such as Rutland needs support to grow an export business: we
are thankful for the help provided to us in this regard by the Department of Commerce,

including its suggestion that Rutland engage Ex-Im’s services because of Ex-Im’s
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mission to help companies like ours. Rutland has used Ex-Im insurance for over five
years, insuring almost $27 million worth of transactions with buyers in forty-five
countries. Rutland has complied with all of Ex-Im’s policies and procedures in insuring
these transactions, and has timely paid nearly $160,000 in premiums to Ex-Im.

In 2004, Rutland for the first and only time needed its insurer: Rutland shipped
approximately $86,000 worth of screen-print ink to a Chinese buyer called Shanghai
Ruilan. Rutland had shipped almost half a million dollars worth of goods from 2002-
2003 to or through Shanghai Ruilan. Rutland shipped the goods; Shanghai Ruilan
received the goods; Shanghai Ruilan had no complaints with the goods; Shanghai Ruilan
is selling the goods. However, Shanghai Ruilan has never paid for the goods.

Rutland made appropriate demands upon Shanghai Ruilan for payment, yet,
Shanghéi Ruilan continued to leave its legitimate and undisputed debt unpaid. This,
obviously, was Rutland’s last shipment to Shanghai Ruilan — we cannot be expected to do
business with companies that do not pay their bills. Shanghai Ruilan faxed us letters
from Chinese lawyers written in Chinese threatening us with action in the Chinese legal
system if we did not do business with them even though they had not paid us. But that
was not the worst of it: since taking our goods and not paying for them, Shanghai Ruilan
has been using Rutland’s intellectual property. Shangha.i»Ruilan is using our trademarks

— our company name, our product descriptions, our proprietary color-mixing software.

We have credible information that Shanghai Ruilan is saying that it is using our own



75

Statement of Michael T. Vaden

Chief Executive Officer and President

Rutland Plastic Technologies, Inc.

Pineville, North Carolina

Before the House Committee on Small Business

April 6, 2005

Page 3

formulas to sell against us. This situation has had a negative financial consequence: our
Chinese sales are down and our expenses in that region are up. Indeed, because we
haven’t been able to resolve these issues our sales in China — a growing market — have
fallen by more than 20%. We sought legal advice on this issue. Our lawyers advised us
that any fight we have with Shanghai Ruilan in China over these intellectual property and
related issues will be costly, time consuming and wholly unpredictable as to result.

Thus, vwhen Shanghai Ruilan did not pay, Rutland made a claim with Ex-Tm.
Even though tliere was no dispute whatsoever between Rutland and Shanghai Ruilan
relating to these or any other goods, Ex-Im informed Rutland that Rutland must litigate
all dispufes with Shanghai Ruilan iz China, even though the agreement between Rutland
and Shanghai Ruilan contain an arbitration clause requiring arbitration in North
Carolina. Rutland has been advised by several aftorneys that litigation in China is
expensive and unpredictable.

Rutland purchased Ex-Im insurance because — just like it says in Ex-Im’s mission
statement ~ Rutland wanted a “level playing field” and wanted to eliminate “country
risk,” especially in the ever-growing Chinese market. Yet, when it came time to pay
Rutland’s straightforward claim for goods sold — goods that the buyer possesses and is
reselling — Ex-Im informed Rutland that Rutland has to deal with “country risk” by
litigating all issues with the Chinese company in China before Ex-Im will step in and pay

the claim.
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With respect to Shanghai Ruilan, Rutland has a choice between doing three
things: walking away from this money; litigating an insurance coverage issue against Ex-
Im; or going to China and litigating against Shanghai Ruilan. This is not why Rutland
paid Ex-Im. Rutland paid Ex-Im so that it Rutland would not be exposed to the very
shenanigans Shanghai Ruilan is engaged in at present: using the intricacies of a foreign
legal system — and the expense associated with Rutland’s participation in such a system —
to avoid paying legitimate and undisputed debt.

However, with respect to exports in general and the Chinese market in particular,
Rutland is faced with an even more drastic choice: if Rutland cannot count on Ex-Im to
do what Rutland has paid for it to do, Rutland may have to forego exporting to the fastest
growing region in the screen print market: China.

Rutland has been thankful for the existence of Ex-Im: without Ex-Im, Rutland
would not have been able to grow as it has these past few years. However, Rutland’s
shareholders are not likely to continue to support Rutland’s paying thousands of dollars
of premiums to an insurer who does not pay the most basic of claims. Were that to occur,

Ex-Im will have failed in its mission to “to turn export opportunities into real sales that

help to maintain and create U.S. jobs and contribute to a stronger national economy.”
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Semiconductor Manufacturing International Corporafion
FHEFERBRAETRAS
18 Zhong Jiang Rd., Pudong New Area, Shanghai 201203, China
PLE R ARIIXRILERI8S B0gE. 201203
Tek 86-21-5080-2000  Fax: 86-21-5080-3070

April 1,2005

The Honorable Phiflip Merrill

Chairman and President

Export-Import Bank of the United States

811 Vermont Avenue N.W.

Washington, DC 20571

Via Fax (202-565-3513) and Overnight Delivery

Dear Chairman Merrill,

1 write this letter to urge you to put Semiconductor Manufacturing International
Corporation’s (SMIC) $770 million loan application (the “Application”) for a vote before the
board (the “Board™) of Export-Import Bank (“EX-IM™), as the Application is consistent with and
furthers EX-IM’s mission of “assist[ing] in financing the export of U.S. goods and services to
international markets™ and “turn{ing] export opportunities into real sales that help to maintain and
create U.S. jobs and contribute to a stronger national economy.” SMIC has been negotiating with
EX-IM for approximately six months regarding the Application and made numerous concessions
in order to meet EX-IM’s requirements, only to learn at the last minute, that the application had
not even been placed onto the Board agenda in Pebruary., Any additional defays will force SMIC
to purchase its manufacturing equipment from non-US vendors. SMIC is willing to re-submit its
application in order to place the loan application before the board.

SMIC’s commitment to our U.S. equipment manufactures is due to the quality and level
of service provided by, along with our familiarity with, our American equipment vendors.
Furthermore, the majority of our senior management team is American.

On March 17, 2005, House Speaker Dennis Hastert and Representative Donald Manzullo
wrote you, urging you to schedule a vote on our loan application {See Appendix B: Item A), Ina
response to that Jetter addressed solely to Congressman Manzullo (See Appendix A) (“Merrill
Response™), you indicated that the deal implicates a number of requirements under EX-IM’s
charter, including among other things, “an cconomic impact test, an additionality standard, and a
reasonable assurance of repayment determination.” Furthermore, you stated, “We concluded that
the deal as currently structured was unlikely fo satisfy our charter requirements and obtain board
approval.” We are not aware that any members of the EX-IM Board have decided to vote for or
against the Application. Until and unless the Application is presented to the Board for a vote, we
cannot sec how one can conclude that the Application would be unlikely to obtain board
approval.

The Application clearly indicates that SMIC has met all the criteria for the three tests that
you have cited in the Merrill Response.

Economic Impact Test. The economic impact test analyzes the impact that the
proposed transaction will have on the U.S. economy. EX-IM conducted its own internal
economic impact analysis and concluded that (i) our equipment purchases would yield a
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economic impact analysis and ‘concluded that (i) our equipment purchases would yield a
positive impact of approx:mntcly $770 miltion on the U.8. balance of trade, (i) “leading
edge” semiconductors are riot now in oversupply and (iii) the chips to be fabricated
supported by this fmancmg will not displace similar chips made in the U.S. Furthermore,
as numerous members of Con;,rcss and governors have stated in their letters to you in
support of a vote on the Application, the semiconductor cquipment sector is a high-wage
paying, high valuc-added net exporter for the United States. Thousands of high-wage
paying jobs across the Umted States may ‘be lost 1f the Apphcatton is not put before the
Board.

kt is imporiant to note that the failure to vote on the Application may have
broader negative implications to the U.S. equipment vendors. As Representative Barney
Frank correctly noted, “As SMIC is the leading semiiconductor fo\mdry in China, its
choice will hkdy influence the buymg decisions of other companies in that nation.” If
SMIC were not able to continue its current partnership with U.S. equipment vendors,
these other foundries also may direct their equipment purchases to non-U.S. equipment
vendors. While one cannof quantify the size of this additional business opportunity
which these other Chinese foundries represent, it is important to note that China
represents one of the areas of largest growth for many U.S. equ1pmcnt vendors. “Apphed
Materials and other U S. ¢quipment supphers have worked incredibly Hard over the past
several years to ¢stablish a presence in the Chinese market, which is the sémiconductor’s
fastust growing. [Accordmg to public reports in'2004, Apphcd Materials’ generated over
$1 billion i revenues, or approximately 13% of its overal! revenues, from China, as
comipared to $436 million in. 2003.] These American companics now face the prospect
that a!l 1]119 hard {pork could be swcpt away by thc parochial concerns of a few senators.” !

Reasonable Assurance of Repayment Determnmta on, EX-IM engaged its own
independent consultant, who conducted due diligence on SMIC last November. This
consultant concluded in its report, “To date, SMIC’s performance in managing its cagh
-needs has been very strong and the company has established very good disciplines in this
area.” (RS report; 1/5/05, 4.76) In addition the report added, “An analysis of SMIC’s
financial performance shows that the company is pcxformmf, effectively in a highly
competitive market.” (IBS report: 1/5/05, 4.7) and that “SMIC’s projections are "
-achievable, and the risks considered managcabie " (IBS report: 1/5/05, 1.1 3). At 1io point
has EX-IM raised this “test” as a concer to SMIC.

Addztzomzlzty Standar,d‘ “If this loan is ndt.’ap'pr'o'ved, foreign semiconductor
maimfacturers will simply buy their equipment from Buropean, Japanese or Korean
suppliers. The only ones {o suffer will be the American suppliers.”® If SMIC is not able
to procure American equipment supported by EX-{M financing, SMIC will turn to the
Japanese and Lumpean governmients, with- whom we have had extensive discussions, As
SMIC has previously indicated to EX-IM, SMIC does fot have access to Tong-term
finance on reasonable terms for all of its needs and wishes to avoid excess reliance on
funds from Chinese banka The outcome of this' Application will significantly impact
SMIC’s decision regarding its equipment suppliers for the next seven years. The total
capmxl cxpcndxlurcs during this period will reach appromxnately $9 billion.

U See tester from Texas Goveneor Rick Perry in 2 letter ddtui }'Lhmmv 14, 2005 to The White House.
2 See letter frowm Rrp\c«cmame John R. Carrer dated December 22, 2004
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The record indicates that the proposed transaction complies with the “statutory mandates
you have cited in your response to Congressman Manzullo, It is unclear what additional
“statutory mandates” you believe SMIC must fulfill in order for our application to satisty EX-
IM’s charter ruqmrements and be put before the EX-IM Board.

Although SMIC has fulﬁﬂed the statutory mandates of the EX-IM charter the
Application has been withdrawn due to certain concerns raised by Senator Crapo of Idaho, who
represents Micron Technology, Inc. (“Micron™). Senator Crapo of Idaho and Micron suggest. that
the Application would finance DRAM producnon and displace Micron’s competitiveness in the
global DRAM market. .

SMIC submits that these concerns are without merit. First, SMIC does not compete
directly with Micron because SMIC does not have its own products but manufacturers wafers on
a contract basis for other semlconductm companies, some of which may compete with Micron in
the DRAM market. EX-IM’s own independent consultant, IBS, Inc. has stated that “SMIC will
not produce large quantitics of DRAMs and will not have a major impact on global supply” and
concluded that “Micron is exaggeratmg the role of SMIC in DRAM capacity. The company to
monitor in DRAM capacity is Samsung.” (I8 report: 1/5/05 Appendix B, pg4). SMIC’s
DRAM production for our customers represents, and will represent for Ihe next five years, less
than 1% of the g z,lobdl DRAM production.

Secondly, as FX—IM is well aware, SMIC‘ has made sxgmﬁcam concessions rcoardmg the
Application. In summary, SMIC has amended the Application to ot seek financing support for
any fabs with any DRAM production. In February, in an attempt to address Micron’s concerns,
we offered to Micfon fo limit our overall DRAM production to less than 25% of SMIC’s total
revenues. Micron hasnot responded to this offer. Attached is a coricise timeline of our
cooperation with EX-IMin ordér fo meet charter criteria for EX-IM and address and

accommiodate Micron’s concems (See ArtaclzmuxlA Clnono[agy of SMIC T ranwclwn)

By now you ‘are aware that m;my, including a bi-partisan group of senior govemmenl
officials including House Speaker Dennis Hastert (R-11), Senators Patrick Leahy (D-V’ T) and
Barbara Boxer (D-CA), and the govemnors of Massachusetts, California and Texas have writtén in
support of a vote on'the Application. In fact, so far Torty-five representatives, including the .
Speaker of the House, as well as four senators and three governofs from all over the country
have pubhcly writien in ! Suppoit of SMIC’s EX-IM applxcauon (See Appendu Bj.

These offi cmls have madc clcar their overarching concern regarding the i 1mpact that your
withdrawal of the Application will have on the U.S. economy and the U.S.” competitiveness in
the semiconductor industry, “Failure to approve this loan and provide the necessary export
financing will have a serious impact on the U.S. economy. American maiufacturers would lose a
sizeable equipment order to forexgn compemors . resulting in the loss of global
compelitiveness.™ l‘urtbennore, the U.S. “manufacturérs would be less able to modemize and
develop new products and services, no doubt leading to overall revenue and job losses due to the
shift of advanced technology development outside the U.8."* In that unfortunate situation, “The
only ones to suffer will be the American supphers ** Tn addition, “even more damaging is the
very real pombxhty that U 8. eun pmem supphcrs will be designed-out of future chxp

3 SVI( summly provides ing services w0 S g but these services solely relate to }ugu products.
* See detter from Senator Kay Builey Hutchinson dated February 18, 2005,

See letter from Senator John Cornyh <dated F t.bruarv 1,2005.
* See lenter from qurwmtatwc Lamar Smith dated Decembc-( 20, 2004,
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manufacturing plants altogether. »7 1 believe that the effects cited above will be some of the
potcmml negative of not even puttmg the Apphcauon fora vo(e before the Board,

Talso s}me Lhe beliefs of s some senators that EX-IM should not be at the mercy of one
domestic company with whom SMIC does not competc ‘and to whom SMIC has made numerous
concessions. For example, ina letter dated March 14, 2005, Governor Mitt Romney of
Massachusetts stafed that “While it is our understandmg g that SMIC’s application has passed
technical review and financial vetting, intercession on behalf of a single domestic competitor has
resulted in the Export-Import Bank indefinitely postponing the matter”. He adds that EX-IM
bank cpcranons “should not impede free trade and the international growth of U.S. based .
companies.” Congressman Randy Neugebaur, one of | the signers of a letter written by the Texas
Republican delegation on March 11, 2005 echoes Govemnor Romney’s message writing, “In
particular, we are concerned that EX-IM acted on the basis of questionable claims of i injury
offered by a single company rather than by exammmg the overall benefit to the U.S. economy.” I
also am concerned that your hope for this maticr to be resolved through an “mdustry wide
-solution” means that all parties, including Micron must agree with the outcome, giving Micron a
de-facto veto over EX-IM’s Board agenda. In fact, the ohrono]ogy of events during the first week
of February shows that EX~ IM did indeed allow Mlcron to Lxexcxse such veto power over EX-
IM’s avcndd :

I would also note that your colleagues in various governmental agencies recently
approved export control licenises for SMIC relating to résedrch and development activities at the
65nm technology node. SMIC’s receipt of these licenses is demonstrative proof that we face no
export control issues and that we stand ready to purchase more high-tech equipment from the
(;mted States should EX-IM suppon this proposcd tmnsactmn

“in closmg, if it nece,ssary to obrain a vote, bMIC will oﬁ‘er to Te-submit 2 new loan
application for a vote by the EX-IM board on a timiely basis. Ibeheve any objective look at the
SMIC package would come to the conclusmn that this proposal is consistent with and furthers the
EX-IM mission. If the United States is serious about its commitment to competing around the
world, Export- Import Barik should proceed with its consideration of the Application. ‘A gain, |
strongly urge you to re-examine our application, giving appropriate consideration to the economic
benéfits i brings to the U.S. and in ducmdam.c to EX-IM’s own provedures.

“Tt would be a tmvcsty ifa dcusmn by [EX-1 M] were reaponslble for the Amerlcan
semxconductm manufacturing industry losing out o its , . . competitors,”™®

" See letter from Rgprcss.m tive Anna G. Eshoo uatt.d January 6, 2005.
* See letier from Rt.p)uguunw Sherwood Boehiert dated March 24, 2405.
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Wc look {orward to hearing from you \vtth your rc‘sponsc.

Richard Chang e
. Prcsudem and Chief Executwe @fﬁs,g,r
o Scunwndudor Manufacturmg lntema ional (,orporahon

S“orn Statemem L Ruha; d Cltang, salemrzly attest that the mformanon con{amed in thu letter
is tru¢ and accurare to the best of my Iazow!edge ard belief.

Enclosures
G
United State, States h__pon Imporz Bank Board Memb:,rs

" - The Honorable April Foley (First Vice-President and Vice- Chaxr)
‘The Honorable Max Cleland {Board Member) :

The Honorable Linda Conlin (Board Member)

" The Honorable . Joseph Grandmaison (Board Member)

. Ihe }Ionorabtc 3. Denms Hastert (Illmols, 14th)
. The Honorable Donald Manzullo (!lineis, 16th) '
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ATTACHMENT A

Chronology of SMIC Transaction

September 11, 2004 — Per EX-IM’s request, SMIC provided not only documentation
regarding our minimal DRAM production, but also a highly confidential detailed list of
our company’s DRAM shipment locations (Email: 9/11/04 SMIC to EX-IM).

September 15, 2004 — As a follow up to the documentation SMIC provided on
September 11, 2004, EX-IM, Citigroup and SMIC held a conference call during which
SMIC responded to the following questions that EX-IM had raised:
1) Will SMIC’s expansion be a threat to any major U.S. DRAM players?
®  Answer: No
2) Will SMIC’s expansion lead to overcapacity in the global foundry market?
®  Answer: No
3) Would expansion benefit U.S. economic interests?
s Answer: Yes

During that call we concluded that SMIC’s DRAM production for our foundry
customers represents, and will represent for the next five years, less than 1% of the
global DRAM production.

October 6, 2004 — After meeting with a senior EX-IM official, Citigroup relayed that
EX-IM was very keen to support SMIC. Based on the email, the senior official “feels
very comfortable to at least get through the Board with the non-DRAM supported
transaction in a reasonable timeframe”. In response, SMIC, on the first of many
occasions, clarified its application request to state that it was not seeking a loan for Fab 4
in Beijing, which produced DRAM. Rather, SMIC would be seeking loans to fund
equipment purchases for Fab 6 (a fab producing logic IC only) in Beijing and Fab 7 in
Tianjin (Emails: 10/6/04 Citibank to SMIC, 10/6/04 SMIC to Citibank response)

October 8, 2004 — EX-IM had informed SMIC via Citibank that they were receptive in
SMIC’s idea of limiting the loan to support Fabs 6 and 7 and proposed that if these fabs
were not going to produce more than 1% of the U.S. production of DRAM, then a deal
could be done and they would be able to finance an even higher amount than the original
$500 million USD. (Email: 10/8/04 Citibank email to SMIC).

October 11, 2004 - Citibank informed SMIC that based on their conversations with EX-
IM, if SMIC can agree to the EX-IM proposed DRAM covenant (proposed in the above
October 8% and 11™ emails), EX-IM could favorably complete the Economic Impact
Analysis by October 14" with a presentation to the EX-IM board in November. (Email:
10/11/04: Citibank email ro SMIC)

October 18, 2004 — SMIC includes Fab 5 in Beijing, a fab committed to produce logic
wafers only to the transaction and sends EX-IM a new equipment list (Email: 10/18/04
SMIC to EX-IM)

October 29, 2004 — SMIC already agreed with EX-IM’s suggestion that fabs supported
by EX-IM would not produce more than 1% of U.S. production of DRAM over the next 5
years and went even further by saying that DRAM would not be produced at Fab 7 in
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Tianjin within 18 months after signing the loan agreement with EX-IM. (Email: 10/29/04
Citibank to SMIC and SMIC financial model).

November 4, 2004 — EX-IM informed SMIC that SMIC’s “DRAM production (of fabs
supported by EX-IM) arising from testing and "de minimus” production after testing
appeared to be broadly in line with EX-IM’s policy guidance”. (Email: 11/4/04EX-IM to
SMIC)

November 19-22, 2004 - Representatives from EX-IM and EX-IM’s independent
consultant, IBS, Inc. visited SMIC for due diligence in Beijing, Tianjin, and concluded
with a visit to SMIC’s Shanghai headquarters on the 21%-22™,

Week of December 6, 2005 -- Both Micron CEO Steve Appleton and SMIC CEO
Richard Chang visited EX-IM Bank offices. EX-IM’s Staff informed SMIC
representatives that Chairman Merrill relayed to Mr. Appleton that he could not consider
Mr. Appleton’s argument that, because “money is fungible”, DRAM impacted from EX-
IM Bank’s loan should be considered despite the fact that loans went to logic and not
DRAM facilities. Chairman Merrill further stated that he couldn’t operate the bank if he
had to consider Mr. Appleton’s argument, because it would lead to an ever-increasing list
of the impacts that would need to be considered. Before long, Ex-Im Bank would have to
consider everything and eventually EX-IM Bank would have to shut down.

December 11, 2004 — EX-IM informed SMIC that the December 16 board date could not
be met and promises only a brief delay in taking SMIC’s application to the EX-IM board.
(Email: 12/11/04 EX-IM to SMIC)

December 15, 2004 — EX-IM informed SMIC that consideration of the case would be
delayed until January, to allow time for publishing a revised Federal Register Notice that
Micron and its lobbyists have strongly urged EX-IM to post.

December 17, 2004 — Micron continued to insist that SMIC is a DRAM maker and a
threat to their business. SMIC sent another email to EX-IM to clarify on this issue that
SMIC’s long-term business plan is to focus on logic production. In addition, all the tools
sourced for the EX-IM financing are for non-DRAM production purposes only. (Email:
12/17/04 SMIC to EX-IM)

December 22, 2004 — Citigroup emailed SMIC saying that in their conversation with
EX-IM Vice-Chair April Foley she “stated that this transaction meets US EX-IM
standards (referring mainly to the Economic Impact Analysis)” and that she stated
“that the transaction has ‘pretty good probability’ of being approved and that she thinks
the Chairman is supportive.” She further indicated that she is leaning "in favor” of
approving the deal. (Email: 12/22/04 Citibank to SMIC)

January 5, 2005 — IBS finished its independent assessment on SMIC. The report
concluded that by 2007, the time when SMIC’s Fab 5 (financed by EX-IM) will be fully
operational with “shortages re-emerging in 2007 (IBS Report: 1/5/05, 4.2). The report
also concludes that “SMIC’s projections are achievable, and the risks considered
manageable.” (IBS report: 1/5/05, 1.13) Concerning Micron’s concern about SMIC’s
production of DRAM, IBS’s report states “SMIC will not produce large quantities of
DRAMs and will not have a major impact on global supply” and “Micron is
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exaggerating the role of SMIC in DRAM capacity. The company to monitor in
DRAM capacity is Samsung” (IBS report: 1/5/05 Appendix B, pg 4)

January 11, 2005 — SMIC agreed with EX-IM to an extremely tight covenant on our
DRAM production in Fab 7 by promising not to manufacture more than 5,000 wafers per
month or 15,000 wafers per quarter in 2005 and no DRAM production thereafter. (Email:
1/11/05 SMIC to EX-IM)

January 22, 2005 - Despite Fab 7°s minimal production of DRAM, which was planned
to phase out by the end of 2005, due to Micron’s objections, EX-IM BANK Staff
informed SMIC that the loan must once again be restructured by taking out Fab 7 in
Tianjin from the loan application, thus creating an EX-IM guaranteed loan that would
support no DRAM whatsoever of any kind. As a result, the Fabs being financed would
include Fabs 5 and 6 in Beijing only. We were advised by EX-IM that by making this
critical change to the loan application, we removed the last major hurdle in securing
loan approval. (Email: 1/22/05 SMIC to EX-IM).

January 24, 2005 ~ SMIC wrote a letter to EX-IM as requested by EX-IM Vice-Chair
April Foley once again addressing SMIC's DRAM production and that its business plan
included DRAM production that would not exceed 25% of its revenues for the next five
years. SMIC also committed that the financing support for Fabs 5 and 6 would be
exclusively devoted to the production of non-DRAM products. (Email: 1/24/05 SMIC to
EX-IM, Letter attachment)

January 26, 2005 - Citibank emailed SMIC regarding Micron’s false allegations that
SMIC is a “DRAM manufacturer”, “ ‘dumping” DRAM in the spot market” and funds
used for EX-IM financing will “free up capital for SMIC to finance their DRAM
production”. Consistent with statements made to Mr. Appleton of Micron in December
2004, the email stated that per EX-IM staff, Chairman Phillip Merrill is “against the
argument of fungability as it is a very slippery slope for EX-IM and would call into
question their entire mandate”. (Email: 1/26/05 Citibank to SMIC)

January 28, 2005 — SMIC CEO Richard Chang met with EX-IM Chairman Phillip
Merrill, Peter Saba, and Jeffrey Miller in Shanghai. SMIC believed that they have
received the Chairman’s support and according to Citibank, Chairman Merrill does not
agree with Micron’s argument. (Email: 1/28/05 Citibank to SMIC)

January 31, 2005 - SMIC COO Marco Mora in Washington D.C. met with EX-IM
President Phillip Merrill and Board Members Linda Conlin and April Foley. The purpose
of his meetings was to re-emphasize the importance of this transaction to the U.S.
economy and to address Micron’s allegations about SMIC’s DRAM production. We
were under the impression that Chairman Merrill, Vice-Chair Foley and Director Conlin
were supportive of our application. At Chairman Merrill’s urging and in order to support
the transaction, Mr. Mora met with Senator Crapo of Idaho to discuss technical and cost
barriers of converting Fabs' 5 and 6 to DRAM production. (Email: 2/1/05 Citibank to
SMIC)

Early February ~ SMIC were advised by EX-IM that Economic Impact Test results
were positive. Excerpts from this positive conclusion included the following;:
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1) “leading edge” semiconductors are not in oversupply and are not likely to be
in oversupply at the time these new semiconductors will first be sold;

2) The chips to be fabricated at Fabs 5 and 6 will not likely displace similar chips
made in the U.S. and;

3) this transaction is likely to yield a positive impact of $769,689,000 on the U.S.
balance of trade.

February 3, 2005 — Citibank notified SMIC that EX-IM was on track for a board date set
for February 10, 2005. (Email: 2/3/05 Citibank to SMIC)

February 4, 2005 — In a telephone conference, EX-IM Staff informed SMIC and
Citibank that he had been instructed by EX-IM senior management to learn whether
another deal could be made with respect to DRAM. EX-IM Staff informed SMIC that
Senator Crapo had threatened that, unless SMIC was willing to agree to exit the DRAM
business altogether, if the SMIC application was set for Board on February 10, 2005,
Senator Crapo would call a hearing. EX-IM Staff informed SMIC and Citibank that EX-
IM senior staff preferred to avoid such hearing, and rather preferred to make a deal with
SMIC, possibly for lower DRAM production.

SMIC decided not to make another deal, taking into consideration that the deal was
already structured and re-structured so many times to first exclude finance for Fab 4, then
to limit DRAM production at Fab 7 and then limit Fab 7 DRAM production even further,
and finally to exclude finance for Fab 7 altogether. SMIC informs EX-IM Staff that it has
no confidence that any deal will be the last deal.

February 7, 2005 — EX-IM staff phoned SMIC that our application would not likely
proceed as a result of the voiced objections made by Senator Crapo of Idaho on behalf of
Micron. EX-IM Staff informs SMIC that an attempt was made to convince Mr. Appleton
of Micron that the SMIC deal as structured was in Micron’s interests, but that Micron
rejected this argument.
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ATTACHMENT B: Appendices

Appendix A: March 21, 2005 Letter from EX-IM Chairman Phillip Merrill to Congressman
Donald A. Manzullo (R-IL)

Appendix B: Congressional Letters written on SMIC and Equipment Suppliers behest

Item A:

Item B:

Item C:
Item D:

Item E:

Item F:
Item G:

Item H:

Item It
“Item J:

Item K:

Item L:

Item M:
Item N:

Item O:

Item P:

Item Q:

March 17, 2005 Co-signed letter from Speaker J. Dennis Hastert (R-IL.) and
Representative Donald A Manzullo (R-IL) to Phillip Merrill.

February 1, 2005 letter from Senator John Cornyn (R-TX) to Phillip Merrill.

February 14, 2005 letter from Senator Barbara Boxer (D-CA) to Phillip Merrill.
(Faxed copy, however, the original was sent out by her office)

February 18, 2005 letter from Senator Kay Bailey Hutchison (D-CA) to Phillip
Merrill

February 1, 2005 letter from Senator Patrick Leahy (D-VT) to Phillip Merrill

February 14, 2005 letter from Governor Rick Perry (R-TX) to Andrew Card,
‘White House Chief of Staff supporting the SMIC EX-IM transaction.

March 2, 2005 letter from Governor Arnold Schwarzenegger (R-CA) to Phillip
Merrill

March 14, 2005 letter from Governor Mitt Romney (R-MA) to Phillip Merrill

March 2, 2005 letter from 23 California members of the U.S. House of
Representatives to Phillip Merrill.

March 11, 2005 letter from 16 Republican Texas members of the U.S. House
of Representatives to Phillip Merrill.

March 8, 2005 co-signed letter from Representatives John Tierney (D-MA) and
Barney Frank (D-MA, Ranking Member on the House Financial Services
Committee) to Phillip Merrill.

March 24, 2005 letter from Rep. Sherwood Boehlert (R-NY and Chairman of
the House Commiittee on Science) to Phillip Merrill.

Undated letter from Rep. Michael M. Honda (D-CA) to Phillip Merrill
December 20, 2004 jetter from Rep. Lamar Smith (R-TX) to Phillip Merrill.

December 22, 2004 letter from Rep. John R. Carter (R-TX) to Phillip Merrill
(Faxed copy, however, the original was sent out by his office)

January 6, 2005 letter from Rep. Anna Eshoo (D-CA) to Phillip Merrill

January 28, 2005 letter from Rep. Zoe Lofgren (D-CA) to Phillip Merrill
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03/21/2005 12:25 FAX 202 565 35137 EX-IM Chairman’s Office Qoo2s002

iz MERRILL ExpORT-IMPORT BANK
CHABMAN ASD PRESIDERT . OF THE UNITED STATES

March 21, 2005

The Honorable Donald A, Manzulle
Chairman

Commitlee on Small Business

United States House of Representatives
2361 Rayburn House Office Building
Washington, DC 20515

Re: Appflication of SMIC
Dear Mr. Chairman:

Thank you for your letter of Thursday, March 17, | appreciate your interest in the
Semiconductor Manufacturing International Corperation (SMIC) application and your
concern that SMIC recsive a timely response from the Expori-import Bank (Ex-Im}.

This application relates to a large, complex transaction that implicates a number of
requirernents under our charter, including, among other things, an economic impact test,
an additionality standard, and a reasonable assurance of repayment determination.
While our interest at Ex-Im s always to help U.S, exporlers large and smali, we must
adhere o these statulery mandates.

The borrower, SMIC, indicated that it required 2 decision from Ex-Im over a month ago
in early February or it would proceed with securing alternative financing. We conciuded
that the deai as structured was unlikely to satisfy our charter requirements and obtain
Board approval. Consequently, we timely notified both SMIC and one of the primary
exporters that the agplication would not be put on the Board agenda.

SMIC and the exporter both stated an intention o pursue an Industry-wide solution to

address any outstanding concerns related o our charter requirements. We remain opery
to considering such a new proposal if it is presented to Ex-Im.

Sincerely,

m@? M dl

Phifip Merrill

0 A LIS ERRLL G R
WasHINGTON, D.C. 2
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March 17, 2005

The Honorable Philip Merrill

Chairman

Export-Import Barik of the United States
811 Vermont Avenue

Washington, DC 20571

Re Application of SMIC
Dear Chairman Merrill:

We are writing to urge you to place the Semiconductor Manufacturing International
Corporation (SMIC) application on the Board of the Export-Import Bank’s (Exim)
agenda.

The SMIC application has been pending before Exim for many meonths, This is a long
time for any company to wait for a decision from the Bank. It also is at odds with your
stated intent to improve the Bank's services 1o its customers - to "make the culture of the
Bank more onc of customer service,” and to "process[]... most of [thc Bank's]
transactions in 20 business days or less." Hon. Philip Merrill, Speech to the Washingion
Lxport Council, September 24, 2004.

We commend your understanding that "[i]n our fast-paced global economy, rapid
response is critical for success,” Id. In this case, however, the Bank has refused to even
schadule a vote on the SMIC application.

Accordingly, we are writing to urge that the Exim Bank schedule a vote on the SMIC
application as soon as possible.

Sincerely,

) ! )
f i iy f.{f’

o VAVES L

!A’J/ Dennis Hastert Donald A. Manzullo
§Speaker Member of Congress .
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JCHN CORNYN

TEXAS

2nifed States Senafe
WASHINGTON, DBC 20510-4305
February 1, 2005

Mr. Phillip Merrill

President and Chairman

Export-Import Bank of the United States
811 Vermont Avenue, NW

Washington, DC 20571-0002

Dear Mr. Merrill:

I am writing today concering the financing application for $1.2 billion in U.S.
semiconductor manufacturing equipment to dedicated foundries in China. Recognizing
the significant economic benefits this deal would provide—not only (o our nation’s
semiconductor equipment manufacturcrs and their Texas based employees, but also o the
U.S. cconomy as a whole—1I support the epplication’s approval.

Our economy benefits greatly from the integraled global supply chain, which cnables the
production of high quality, low cost technology products. It is imperative that American
companies and consumers continue to benefit from the productivity gains realized
through the relationship between U.S. intellectual property and technology manufacty
operations in China.

China is the world’s fastest growing semiconductor iarket and represeiis & sub
lusiness opportunity for America’s semiconductor equipment manufacturers. Given that
more-than 70% of sales by our semiconductor equipment and materials industry arc
exports, international markets like China are of strategic importance to the growth and
competitiveness of the U.S. industry.

The United States—home to four of the world’s top ten semiconductor equipment
companies—has been able to maintain its leading position in the global semiconductor
equipment market by effectively responding to market conditions and by appropriately
investing resources in technology development to meet the needs of global customers.
However, staying at the leading-edge of the semiconductor industry-—and maintaining
competitiveness with rivals in Japan, Europe, and Korea-—requires continuous
investment in research and development at levels that can only be realized through selling
in the global marketplace. Therefore, the $1.2 billion financing deal will be essential in
providing our semiconductor equipment companies with access to China’s growing list of
foundries.

The exports will help ensure American competitiveness, while at the same time enabling
our nation’s economy to upgrade its technological capabilities and build its workforce.
Failure to provide the necessary export financing will have serious repercussions for U.S.
semiconductor equipment manufacturers and our economy. Not only would American
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manufacturers lose sizable equipment orders to foreign competitors, but they would also
be branded as unreliable suppliers. The resulting loss in global competitiveness would
mean that our equipment manufacturers would be less able to modernize and develop
new products and services, no doubt leading to overall revenue and job losses due to the
shift of advanced technology development outside the U.S.

Considering that the role of the Export-Import Bank of the United States is to help
American companies take advantage of export opportunities that support economic
growth and job creation, ] recommend that the $1.2 billion financing application be
approved in a timely manner. Please do not hesitate to contact me should you like to
discuss the matter further.

Sincerely,

' AU 2
I CORNYN V
itcd States Senator

7
(//« C‘p éfi gt S
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California is home t
Califo

Da

I support EX-IM’s mission "to assist in financing the export of
U.S. goods and services to international markets® and to turn “export
opportunities into real sales that help to maintain and create U.S. jobs
and contribute to a stronger national economy.” I support this
application and look forward to your response.

Sincerely,

Barbara Boxer
United States Senator
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FIRIS. 2005 dovtpy 59

KAY BANLEY HUTCHISON COMMITTERS:
Tous y

WMnited States Senate

VIASHINGTON, DG 705710-4204

February 18,2005

Mr, Phillip Memill’

President and Chairman

Export-Tmport Bank'of the United Stz:es
81] Vermont Avenue, NW'

Washington, D.C. 20571-0002
Dear Mr. Merdll;

Tapg writing wday in suppo't of en Export-Fmport Baik ﬁnmcmg applicationby
Semiconductor Manufschiring Jatemational Corporetion ($MIC).” This $$00 soillion deal
would provide significant ecomoric beriefits 1o-our nation’s sammnducior squipment
mam.:a%m::s and their 'X‘cxas bzscd cuiployoe.. .

Fm mimy yz:ars our domcst(c mdushy bas faced strong compatition from .
Jenamese, Korean and Eu:opem companies., Hxport finanéing plays animportant role i m .
enswring American companies aud consumers confires to benefit from the rclauonsmp
between U.S. intellectual p«opm} and teclmoloay nnnufacmnng opezanons in Chma

China is the wo'Ll s ihstcst growing ' semiconductor marketend is a wnskdcrablc
business opportunity for America's semiconductor equipment manRHCtarers, More than
0% of sales by the U8, semiconductor equi it and material »*"mryareexports
maglking merkets live Ching unpo'tsn. tothe’ a:pmswn md compctmvm&ie ofonr
dcmauc mdus?xy o ‘

oo Paihure to @pmvc - this Ioan andprowde the neccssery export ﬁnanmngvnﬂhave
aserious impact on the U.S. economy. ‘American manufactrers would lose 2 sizable .
cqmpmsn: arder fo foreigh conmetitors aad risk bmng oons‘dn'cd unrelisble mpphms
resulting i in the loss of global wmpmhvm

"Therole of tthxpcart port Bask of the United Siates is to help Amcgican.
comparies “tum :anxtoppommm&smtoreal ssles thathelptommntam and greate .S,
jobs znd contribite to 2 stmngcrna:mnal economy.” L ask that the SMIC ﬁnancmg
application be processad ing hmely Tapner. Pleasc do oot hesitate to oontxct e should
you heve any quesmms o cmnmm :

Webicnenhuzhiaon benstagow -
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FER. 19005 5:43PM SEHN LEARY WASHINGTON LR

O LEAHY iy

o WUTHRITIGH, &1,
ESTRY

APPROPRIATIONS

9Anited States Senate i

WASHINGTON, DC 205164502

AGRICOLT

Febrary 1, 2005

The Honorable Phillip Merrill

President and Chairman

Export-Import Bank of the United States
811 Vermont Avenue, NW
Washington, DC 20571

Dear Chairman Merrll: '

The Export-linport Bank is currently consid
‘om guarantes to Semcond\,cwr ManufactL
te the export of Am
indry in Chine. Th
Bzok’s mission to e

It is my wnderstanding that in addition to the direct bensfit to 1.8, semi
Tuipment makers, a‘"pmval of this $1.2 billion packege till have an indivect bencfit to
U.S. chip manufacturers. Appronng the loani guaranice will help U.S. manufacturers
sustzin jobs and investment in Virginia, North Carolina, Vermont, and California.
Ligh-tech jobs and investment in advanced semiconductor production end research are of

great importance to economic ae»elopmym ciforts in my state, and I respectfully request
thet you take these jobs into account in conducting your evaluation of the proposed loan
guarantee.

Thenk you in advence for your consideration of this request,

Sincerely,

P ‘&TRI(_K LEAHY
United Qtates Senator

PIL/zxe

PLAZA, i , CLRLNG

4, ROGM X, K DTFEER SO 1250280

AL TEULIREE e o315

SENRTCR LEAYELEARY SERATE GOV
FRINTIOON RECYSLED PAPER
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February 14, 2005

hr. Andrew Card

Chicl of Staff

The White House

1600 Penasyivania Avenug, NW.
Washington, D.C. 20500

car Mr. Card:

CIENL

cquipment in du
semiconductor ©
manufacturi

s5 bxlhon over the next ﬁ\’e vcvs - for the U S. equipment seciui in general and for Tcxu
manufacturer Applied Materials in particular.

This is about jobs in Texas, as well as Colorade, Culilomia and other staies across th
SMIC has made clear its preference for buying American equipment. At th
competitive business, and has made it equally clear that the company wi
package offered by Jupan and will buy Japanese tools to equip its manufacturing plants. When
the competing technology is equivalent, financing makes all the difference. The U.S. equipment
sector will be the only loser from this outcome, now and possibly forever, with good-paying U.S.
jobs lest in the precess.

Failure 10 si
5

Maerials

ot U.S. 1oolmakers has implications bzyond this particula: cp, lication. Appiicd
w4 oiher U.S. cquipmment suppliers have wor dibly ha orthe
vears 1o cslablish a presence in the Chinese market, which is the semiconductor in fune
growing. These American companies now face the prospect that all this hard w ork could be

swept away by the parochial concerns of a few senators.

ced e several

Powr Ommer Box 12428 Ausis, Teaas 78711 £512) 4563.2000 (Vorce)/Diae 7-1-1 For Kezav Szrvices
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Mr. Andrew Card
February 14, 2005
Page 2

Applied Materials and other U.S. toolmakers typically export nearly 80 percent of their products.
Their markets arc glebal and their sales abroad fund rescarch and development that keep U.S.
companies ahcad of forcign competition. For example, Applied spent just a shade less thar £}
billion on R&D lest year.

The Export-Import Benk's mission is to help companies "tura export opporiunitics into real sales
that help to maintain and create U.S. jobs and contribute to o stronger national economy.” |
believe any objective look at the SMIC package would come to the conclusion that this propos:s!
matches perfectly the Exim Bank's mission. If ihe United States is serious about its commitmient
to competing around the world, Expori-Import Bank shouid be cd to proceed with its
consideration of the SMIC package.

Sincerely,

[dH The Houcrable Kay Bailey 1t
The Honorable Iohn Comwn
The Honoreble John Carter
The Honorable Tom Delay
The Honorable John W. Snow
The Honorable Carios M, Guierrez
Export-Import Bank Board of Directors
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OFFICE OF THE GOVERNOR

March 14, 2005

Mr. Philip Merrill

Chairman

Export-Import Bank of the Unitec
811 Vermont Avenue, N'W
Washington, D.C. 20571

Dear Wr. Merrill:

I am writing to you to express my concern on a matter that threatens immediate and long-term
prospects for one of Massachusetts” significant industrial manufacturing sectors, the
semiconductor equipment industry. As you are aware, Semiconduetor Manufacturing
International (SMIC), a New York Stock Exchange traded corporation, has applied to the
Export-Tmport Bank for a nearly $800 million loan guarantee to purchase U.S. semicondutio
manufacturing equipment. Unfortunately, the Bank has recently withdrawn the application from’
consideration. I would vrge that your board reverse that decision and tale timely action on this
worthy proposal.

In not approving the application, the Export-Import Bank is acting contrary to its defined
mission, “to assist in financing the export of U.S. goods and services to international markets.”
While it is our understanding that SMIC’s application has passed technical review and f{inancial
velling, intercession on behalf of a single domestic competitor has resulted in the Export-Import
Bank indefiritely postponing the matter. While I recognize that the ownership of multi-national
corporations can complicate the analysis of a loan’s impact on American firms, and am dedicated
to enhancing the Commonwealth’s ability to attract high-skill employers, the Export-Import
Bank’s operations should not impede free trade and the international growth of U.S.-based
companies. My understanding of the SMIC application convinces me that the loan would
balance these concerns appropriately and have a net positive impact on the American economy.

The longer term issue is one of American companies setting industry standards in the global
marketplace for semi-conductor manufacturing equipment. If SMIC cannot purchase its
manufacturing equipment in the United States, which it has done in the past, then it
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Mr. Philip Merrill
March 14, 2005
Page 2

will obtain such equipment from sources in other countries. The Japanese counterpart to the U.S.
Export-Import Bank is actively pursuing this business, as are their counterparts in Germany and
France. If we lose the business of a large company such as SMIC, other companies in China,
and around the world, will inevitably be obliged to accept the technical standards of our
competition. The current prevalence of U.S. technical standards is a significant competitive
advantage for American companies in the global marketplace. The abdication of this advantage
would have negative repercussions as facilities around the world switch to non-U.S. standards
and jeopardize the export of American chip manufacturing equipment to all markets. The
potential loss in U.S. sales to SMIC alone over the next five years is estimated to be over $5
billion.

In Massachusetts, Varian Semiconductor Equipment Associates has over 1,300 employees in
high-skill jobs that depend on global export markets. Varian, which is now sclling products
worth $25 million per vear to SMIC, would lose an estimated $125 million over the next five
years. The Export-Import Bank can protect these jobs, along with thousands more across
Americe, by simply fulfilling its statutory mission and applying the appropriate standards to the
review of SMIC’s application. If the U.S. is serious ebout its co
the world, Export-Import Benls shouvld proceed with its co

Sincerely,

B
7.

..._.-7

AT

Mitt Rommey
Govemeor

cCl

The Honorable Richard Shelby, Chairman, Senate Committee on Banking. Housing a
{ 1 Affairs

The Honorable Paul Sarbanes, Ranking Member, Scunate Committee on Banking,
Housing and Urban Affairs

The Honorable Michael Crapo, Chairman, Senate Banking, Housing and Urban Affzirs
Subcommittee on International Trade and Finance

The Honorable Evan Bayh, Ranking Member, Senate Banking, Housing and Urban
Affairs Subcommittee on International Trade and Finance

The Honorable Michael Oxley, Chairman, House Committee on Financial Services

The Honorable Barney Frank, Ranking Member, House Committee on Financial Services
The Honorable Deborah Pryce, Chairwoman, House Financial Services Subcommittee on
Domestic and International Monetary Policy, Trade and Technology

The Honorable Carolyn Maloney, Ranking Member, House Financial Services
Subcommittee on Domestic and International Monetary Policy, Trade and Technology
The Honorable Edward Kennedy, United States Senator

The Honorable John Kerry, United States Senator

The Honorable John F. Tiemey, United States Congressman
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March 2, 2005

Expori-Inpovt Banl o the
S11 Vermont Avenue, NW
Washington, DC 20571

han Mer

e write Lo express ou s concern about the

withdraw consideration of an export financing applicatio
S800 miliion worth of American semiconductor manufact:

We consider the purpose of the Export-Import Bank to be clear: to finance and promote the
export of U.S. gdods and services. We belicve thar Ex-Im’s failure to consider this application
without reference to its overall benefit to our cconomy and to the thousands of jobs in California
(and in other states) that are alsteke, is a clear departure Do the Ex-Im Bank’s core niission.

s of up to $5 billion in Americar
i

scems precisely the type of deal for which
was created. We have learned that JABIC, Japan’s equivalent of Ex-Im, has offered SMIC
1g to purchasc Jepanese semiconductor manufacturisg tools. SMIC has made clee
will grow its foundry business; the only issue in question is whose equipment they wiii buy. We
believe they should be buying equipment made in the United States by American workers, not
equipment made by workers in Japan, Korea or Europe. The semiconductor cquipment sector ~
which is highly concentrated in California — is a high-wage paying, high value-added, net
exporter for the United States. And we want to ensure that it can remain globally competitive and

maintain the leading market position in China that American suppliers have worked so hard to
attain.

rloal i

We expect you to take seriously Ex-Im’s mission statement:-"Ex-Im Bank’s mission is to assist
in financing the export of U.S. goods and services to intemational markets. Ex-Im Bank enables
U.S. companies — large and small — to turn export opportunities into real sales that help to
maintain and create U.S. jobs and contribute to a stronger national economy."
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mvy we strongly u
1 to the econor

YOU 1o re-exan
bepefits it br

'S own

<S.

Sincerely,

cc; Chairman Mike Oxley, House Financial Services Committee
Chairwonian Deborah Pryce, House Financial Services Subcommittec on Domestic and
Intemational Monctary Policy, Trade and Technology
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March 11, 2005

Mr. Philip Merrill

Chainmnan

Export-Import Bank of the United States
811 Vermont Avenue, NW

Washington, DC 20571

Dear Chairman Merill,

Your recent decision to shelve consideration of an export {ina
approximately $770 million worth of American-made semiconducic:
of great concern to us.

1o application for

TiEcturing

This deal, involving a loan guarantce & ation from Sex 5
tonal Corporation (“SMIC™), represents an enomious epporitnity for th nds of
high-tech workers in Texas. Conversely, rejection of this deal could lead to the unnecessary
loss of several hundred high-paying jobs in Texas and threatens the entire U.S. semiconductor
equipment industry. Moreover, the Export-Import Bank’s (“Ex-Im”) actions affect not only
his proposed {ransaction, but also jeopardize up to $5 billion in additional export sales (o
SMIC over the next [ive vears.

We remind you that Ex-Im’s purpose is to facilitate the caport of American goods and
services. SMIC’s application appears to it precisely the criteria set out by Ex-Im.
Accordingly, we are hard-pressed to understand how Ex-Im could approve an almost identical
$652 million package in November 2004, yet sidetrack this proposal barely three months later,
In particular, we are concerned that Ex-Im acted on the basis of questionable claims of injury
offered by a single company rather than by examining the overall benefit to the U.S. economy.

SMIC has stated clearly that it will go forward with its growth plans and they have
indicated their preference for buying American-made tools to equip their factories. Ex-Im’s
actions throw this into doubt and could very well lead to the loss of this sale and future market
share to competitors in Japan, Korea or Europe. American semiconductor equipment
companies have achieved market-leading positions in China and elsewhere around the world
because of the hard work and dedication of workers in Texas and elsewhere. Ex-Im should be
supporting, not thwarting, U.S. exports and the jobs that go with them.

Accordingly, we strongly urge you to place this application back on the Export Import
Bank’s agenda as soon as possible and to allow expeditious consideration of this application
on its merits and in accordance with Ex-Im’s own standard procedures.
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Sincerely,

/Y
\O’\j&ww@’l «.)JZW)" F—

cc: Chairman Mike Oxley, House Financial Services {/ mniittee
Chairwoman Deborah Pryce, House Financial Ser¥ices Subcommittee on Domestic and

International Monetary Policy, Trade and Technology
The White House

U.S. Department of Commerce
Office of the U.S. Trade Representative
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Conqress of the Urnited States

TWashington, BE 20515

March 8, 2005

Mr. Philip Merrill

Chairman

Export-Import Bank of the United States
811 Vermont Avenue, NW

Washington, DC 20571

Dear Chairman Merrill:

We are writing to express our concern about the Export-Import Bank's recent decision to
withdraw consideration of an export financing application involving the purchase of nearly $800
million worth of American semiconductor manufacturing tools by Shanghai Manufacturing
International Corporation (SMIC).

We believe that this loan is consistent with the stated mission of the Export-limport bank, 10
finance and promote the export of U.S. goods and services to international markets. In
Wessachusetts and in other states across the country where semiconductor cquipment is
manufzctured, the approval of this loan could truly “turn cxport opportunities into real
help to maintain and create U.S. jobs and contribute to a stronger national economy.”

We have leamed that JABIC, Japan's equivalent of Ex-Im, has offered SMIC financing to
purchase Japanese semiconductor manufaciuring tools. SMIC has made clear that it will grow its
foundry business; the only issue in question is whose cquipmeiit they will buy.

We believe that SMIC should be buying equipment made in the United States by Americes
workers. The semiconductor equipment sector is a high-wage paying, high value-added, nci
exporter for the United Stelcs, and we want to ensure that it can remain globally competitive. As
SMIC is the leading semiconductor foundry in China, its choice will likely influence the buying
decisions of other companies in that nation. Additionally, since future fabrication systems are
lieyed to the specific type of cquipment initially selected, it is likely that whomever gets the
initial sale will obtain the follow-on sales, which SMIC alone anticipates could be §9 billion
between 2005 and 2011,

Accordingly, we strongly urge you to re-examine this application, giving appropriate
consideration to the economic benefits it brings to the U.S. and in accordance with Ex-Im's own
procedures.

We appreciate your consideration, as well as your prompt reply on this important issue.

Sincerely,
- /

& e

(- e, -~ {4’? At
/ ¥J6hn F. Tiemey Barney Frank

/ Member of C ongrcgs Member of Congress
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U.S. HOUSE CF REPRESENTATIVES
COMMITTEE ON SCIENCE

SUITE 2320 RAYBURN HOUSE OFFICE BUILDING
WASHINGTON, DC 20515-6301
{202} 225-6371
TTY:(202) 226-4410

whaute goviscisncewelcome htm

March 24, 2003

M. Philip Merril)

President and Chairman

Uxport-Inport Bank of the United States
811 Vermont Avenue, NW

Washington. DC 20571-0002

Dyewr M Merrdh

U T

¢33 DY convern abaul

ori-lmpont Bank s recent decision

 hancing spplivetic

¢ the pu

S B
VY

{
e consideration of wesp

conductnr Manudacauring International

semicondusior manufacturing wols by the Sen

Corparaiion (SMIC),

iob of the Bxport-Import Bank is to strengthen ULS. competith

and reiain jobs in the LS. That is especially important in the high echnology sector, which
provides uood jobs &nd which must constantly work 1o maintain its compstitive edge. The
fien fed by the Science Committee, has passed numerous bills in recent yews o
igh technology industry o thrive and advanee in the ULS. Indeed, the federal

sovernment has invested in the semiconductor manufacturing industry over the past two decades
precisely to ensure that itwould be able to win contracts with firms hike SMIC. This work
should not be undercut by another arm of the govenment giving in to parechinl concerns,

and that your Japancse counterpart bas offered SMIC financing t
Japanese semiconductor manufacturing tools. it would be a travesty 1 a deetsion by your ba
were responsible for the American semiconductor manufacturing industry losing cut to its
Japanese competition.

i

I hope you will reexantine this application and take appropriate action.

Chairman
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rtered Semiconducter's $652 million lo
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i

SusconarTee

Mr. Philip Mermill BORDER SeCurITY

INFRASTRUCTURE 2540

ITICE O INTELUGENCE AND

President and Chairman Courerrenncuizi
Export-Import Bank of the United States

§11 Venmont Avenue, NW

Washington, DC 20571-0002

Dear Mr. Merrill,

1 am writing about the Export-Import Bank (“Ex i 3 33
Semiconductor Mamufacturing International Corpe 1 (SMIC). This $1.2 billion deal
nts a substantial export opportunity for Am criconductor cquipment sector
Austin-area employecs that work in this industry.

-Im”) fina

trole in helping U.S. supplers in ¢
facturing industry expands.

chip

man

Alternatively, failure to approve this foan would in no way benefit domestic
semiconductor manufacturers. If this loan is not approved, foreign semice
menufecturers will simply buy their equipment from Buropean, Japanese, or Korean
sanpliers. The enly ones to suffer will be American cuppliers,

The Ex-Im Bank's mission is to help companies "turn export opposiunities inlo
real sales that help to maintain and create U.S. jobs and contribute to 2 stronger national
ceonomy.” Ibelieve any objective look at the SMIC package would comic io the
ion that this deal matches the Bank's mission.

Thank you for your consideration of this matter. !
Sigegrely,

FAm a1

Lamar Smith

Member of Congress

Pisass

1108 N.E. Lcor 410
o 840

oLy TO:

[} 13333-A Hictiveay 71 West
00

Fax: {512} 402-9867
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December 22, 2004

Mr. Philip Merrill

President and Chairman

Export-Timport Bank of the United States
811 Vermont Avenue. NW

Washington, DC 20571-0002

Dear Mr, Merrill:

Tam writing regarding the Export-Tmport Bank (Ex-Imy) financing applicuiic
Sciiconductor Manufacturing International Corp
represents a substanticl export opportunity for Ameiica's semic
and for the many Austn-arcia emplovees that work in this industry.

S

& compelition fro
v Korean ¢ 5. play an incr
1.8, suppliers in the years ahead as thie ¢lobal chip manufacturi

o industry
expands.

.
Aliernatively, failure to approve this loan would in no way benefit domestic
semiconductor manufacturers. If this loan is not approved, {oreign semicon
manufacturers will simply buy their equipment from European, Japanese, or Korean
suppliers. The only ones to suffer will be American suppliers.

The Ex-Im Bank's milssion is to help companies "turn export opportunities into real sales
hat belp to maintain and create U.S. jobs and contribute to a <tronger na

I believe that the SMIC package matches the Bank's mission.

e
13l economy

Thank you for your consideration of this matter.

Sincerely,

A

John R. Carter
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Mzr. Philip Merrill, President and Chairman
Export-Import Bank of the United States
811 Vermont Avenue, NW

Washington, D.C. 20871

Dear Mr. Merrill,

As the Bxport-Import Bank considers the application to finance the export of $1.2 billion of
Asmerican-made semiconductor manufacturing tools to China, | write to call the B
to the imnportance of this to the domestic semiconductor equipment industry, T1
{zeilitate the purchase of U.S.-made tools by the Semiconductor Ma i
Cooperation {SMIC), which in turn means hundreds of jobs for cqui
Valley and elsewhere. While modest, this package could &
requcing our massive trade deficit with China.

onductor equipment toolmakers in my district, this fransaction has jmphi
this particular deal. Approval of this package wil give American supp

of equipment to SMIC; as these ULS ~supplicd tools becomne the "ools of record.™
nversely, faiture to su spoxt U.S. esporters and allowing cuppliers from Japan, Burope, Korca
or elsewhere to capture this market could Mzely lead to American supphcrs b A

unrcliable. Bven more armaging is the very real pos:ﬂzi ity that U.S. eg ol
designed»out of future ¢ ip manufacmring planis al’togc’t]aer. Such an outcome wrou ﬁ be
devastating to overall U.S. competitiveness.

ations
Icg up in

More than 70 pexcent of the world's semiconductor cquipment market is outside the United
States. It is these export sales that enable U.S. fizms to make the research and deve opment
investments that keep us teclmologicauy competitive in this high value-added and Jznow}edgm
intensive industry. You noted this in your recent comment !egarding the Bank's November 15th
approval of Singapore-based Chartered Semiconductor's 8652, million loan guarantee: "I iz
important for Ex-Im Bank to help U.S. manufacturers of hig}x-tec}mclogy equipment to remain
competitive in key markets.” : ’

I agree v.'holehgarte&ly with you on this.

In weiglxing the SMIC » ylication, T uxge the Bank to heed its own mission statement "o assist
in {inancing the export of U.S. goods and services to international markets” and to turn "export
opportunities into real sales that help to maintain and create U.S. jobs and contribute to a
stronger national economy.” : - K
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Thank you for your attention 1o this aritical issue and 1 lock axd to yoir {i:nely response.

Sincerely,

{ prveses

. —#%na G. Hshoo

Member of Congress
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January 28, 2005

M. Philip Merrill

<ot and Chairman

Export-Import Bank of the United States
811 Vermont Avenve, NW

Washington, D.CL 20371-0002

export of !

mnm 'o”n and the

wetitive. to support our

ope, Korga and elsewhore to gain

por Xb\i](". “m)hc":ui because | believe that it would snp'w"i ﬂ"* "”\-‘m Bank’s
infi xmn ing the C\rrm of L“

Very truly yours,

ZOF LOFGREN
Member of Congress



